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CARTELS DURING THE WAR 


“Trade combination” has become a shibboleth of our modern 
captains of industry. Never before in the history of trade and 
industry has there been a tendency toward co-operation of economic 
interests on anything approaching the scale of that which is tak- 
ing place at the present time. The unprecedented and intensive 
economic mobilization in the leading commercial countries since 
the beginning of the war has given a quickened impetus to this 
joining of economic resources among nations as well as within 
more restricted national limits among producers, distributors, and 
consumers. While it is true that this movement toward syndi- 
cation has crystallized to a large extent around temporary war 
measures, which will terminate at the end of the war, numerous 
other forms of economic co-operation and syndication of a mo- 
nopolistic nature have grown up which must be recognized as 
permanent institutions. Unquestionably this whole modern move- 
ment, covering temporary as well as permanent tendencies of 
monopolistic control, will exercise a marked influence upon national 
and international commerce and trade in the future. Nation- 
alization of industries, government control and regulation of 
trade, and voluntary and compulsory trade associations are sub- 
jects which the war has shifted from the realm of theory into 
that of actual experience on a scale that would have appeared 
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visionary but a decade ago. The world-wide publicity and atten- 
tion given to this phase of war-time economics is bound to produce 
permanent results of far-reaching effect. 

In the following survey of significant trends in the evolution 
of cartels, syndicates, trusts, and state monopolies during the 
war attention will be given primarily to typical developments of 
a permanent character. Temporary war measures will be dis- 
cussed only in so far as they are symptomatic of a universal tendency 
toward syndication and may ultimately lead to other permanent 
forms of monopoly. 


WHY TRADE COMBINATIONS HAVE INCREASED DURING THE WAR 


In the years before the war the desire to establish uniform 
prices and to avoid competition within an industry or a trade was, 
on the whole, the main motive that actuated producers and dealers 
to form cartels, syndicates, or trusts. The great increase in the 
number of trade combinations during the war is due to a number 
of other considerations which have grown out of war-time con- 
ditions. They vary somewhat in the different countries. In 
Germany and Austria the dearth of raw materials and the necessity 
of finding suitable substitutes acted as a stimulus for closer co- 
operation within certain industries which, before the war, procured 
their supply of raw materials from foreign countries. Thus, in 
the year 1915, the need of substitutes for tinplate, tin for soldering, 
pewter, copper, and antimony for the manufacture of gas meters 
prompted the three organizations existing in that industry to 
combine and form the Metal Distribution Office for the Utiliza- 
tion of Gas Meter Manufacturers. An experimental laboratory 
was opened for the discovery of substitutes and satisfactory results 
are said to have been attained through this centralization of 
efforts. The scarcity of fuel and the resulting shutdown of fac- 
tories led to a syndication of interests in other industries for the 
purpose of safeguarding their supply and distributing the available 
quantity of coal equitably. 

The effort to protect common interests against the ever- 
encroaching control of the state authorities has proved to be a 
strong stimulus in Germany toward the voluntary formation of 
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cartels during the war. There have been many complaints from 
syndicated interests that the policy pursued by the government 
authorities is marked by an unscrupulous destruction of all the 
values so laboriously acquired by commerce and industry, and 
that there exists an intentional pushing aside of these voluntary 
organizations. In many cases this antagonistic attitude of the 
government is said to be due to selfish price manipulations on the 
part of cartels. In several industries compulsory syndication and 
even a state monopoly is feared by private interests and it is felt 
that the solidarity of a voluntary syndicate organization will be 
helpful in protecting the trade interests. For example, the fed- 
eral authorities have been called upon to work for the voluntary 
syndication of leather factories in order that compulsory syndi- 
cation may not become necessary. Similarly a combination was 
recently formed by furniture manufacturers, the ‘“ Wirtschafts- 
dienst der deutschen Moébelindustrie, e.V.,” the object of which 
is, among other things, to avoid public administration of the 
furniture supply by calling upon the trade itself to overcome the 
difficulties in the way of providing the public with the furniture 
needed. It is interesting to note in this connection that organized 
private interests throughout the world are exhibiting an increas- 
ing antagonism to government control and possible state owner- 
ship and are advocating the abolition of all war-time measures 
of this kind at the earliest possible time. This subject will be 
discussed more fully under the heading of “State Monopolies.” 

Direct encouragement by government authorities has unques- 
tionably, more than any other factor, promoted the formation of 
trade combinations since 1914. This is most noticeably the case 
in Great Britain and in the United States where it had its incep- 
tion chiefly in the desire to promote foreign trade. The wide- 
spread attention given to the investigations of the United States 
Federal Trade Commission into foreign trade conditions' focused 
public attention here and abroad particularly on the efficiency 
of trade combinations for export trade. The dislocation of for- 
eign trade relations incident to the war, the elimination of Germany 
from overseas markets and of German interests from domestic 


t Report on Co-operation in American Export Trade. 
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corporations, the opening up of new markets, and especially the 
problem of export trade after the war—all these factors combined 
to make the question of foreign trade expansion an issue of national 
rather than private interest. ‘Co-operation in export trade” 
became a winged word. 

In the United States the so-called ‘Webb Law’’' was enacted 
by Congress, and approved April 10, 1918. With certain restric- 
tions associations for engaging in export trade were made lawful 
under this act. 

In Great Britain special departmental committees appointed 
by the president of the Board of Trade made inquiries into many 
of the most important and staple trades, and most of these com- 
mittees recommended that British manufacturers should form 
combinations.? In July, 1916, Mr. Asquith, then Prime Minister, 
appointed a committee, of which Lord Balfour of Burleigh was 
made chairman, to consider the commercial and industrial policy 
to be adopted after the war. This committee held 49 meetings, 
in addition to extra meetings of special] subcommittees, and 
examined numerous witnesses and a large amount of documentary 
evidence, including the reports of the above-mentioned committees 
of the Board of Trade. In its final report* it stated as follows: 

It is in our view necessary that in some important directions the individual- 
istic methods hitherto mainly adopted should be supplemented or entirely 
replaced by co-operation and co-ordination of effort in respect of (1) the 
securing of supplies of materials, (2) production in which we include stand- 
ardization and scientific and industrial research, and (3) marketing (p. 34). 

We are of opinion that every encouragement should be given by the 
government to the formation of combinations of manufacturers and others 
concerned to secure supplies of materials, and that, when it appears expedient 
that the control of mineral deposits in foreign countries should be obtained, 
all practicable support should be given (p. 37). 

We believe that such development (the formation of combinations for 
export trade) is not only desirable in some cases, but is practically inevitable 

* Public Act, No. 126, 55th Congress. 

2 Report of the Committee on the Engineering Trades after the War, p. 26; Report 
of the Committee on the Iron and Steel Trades after the War, p. 45; Report of the Committee 
on the Textile Trades after the War, p. 179; Report of the Committee on the Electrical 
Trades after the War, p. 8. 

3 Final Report of the Committee on Commercial and Industrial Policy after the 
War, London, 1918. 
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under modern economic conditions, and we think that the attitude of public 
opinion, of local authorities, and of the state, which, broadly speaking, has 
hitherto been more or less avowedly antagonistic to the very principle of 
combination, must be modified (p. 38). 

The Garton Foundation made the following recommendation: 

Industrial concerns will need to unite for the joint cultivation of foreign 
markets, sinking their individuel rivalries and jealousies in the common 
object, receiving much more active aid from the Board of Trade and the 
Consular Service than has hitherto been given. 

A subcommittee of the Advisory Committee to the Board of 
Trade on Commercial Intelligence, which was required to report 
in what industries it would be desirable that efforts should be 
made to induce manufacturers to combine or federate for the 
promotion of their joint interests in export trade, reported in favor 
of combinations. It found that the German cartel and the Amer- 
ican and Canadian amalgamation systems were able to provide 
in a more effective manner than individual traders for the dis- 
tribution of orders in such a way as to permit of the greatest pos- 
sible amount of specialization by each plant, for branch offices 
holding stocks in export markets, for representation of individual 
manufacturers, for reduced selling costs, and for long-sighted 
advertising and development campaigns. 

The Board of Trade accepted the report, which recommended 
that the Board should defray part of the cost of the dispatch by 
such associations of expert investigators to approved overseas 
markets, and, furthermore, that when desired the Board should 
appoint officers to attend the meetings of the executive committees 
of such export associations in an advisory capacity. Arrangements 
were made at once for a joint investigation by the Department 
of Overseas Trade and representative associations of the jewelry, 
silverware, electroplate, and allied trades of the South American 
markets.” 

It is interesting to observe that the activities of the Board of 
Trade in promoting combination among manufacturers and export- 
ers have encountered considerable criticism and opposition. It 

t Memorandum on the Industrial Situation after the War (London, 1916), p. 58. 

2 Board of Trade Journal, Feb. 21, 1918, p. 208. 

3 The Economist, 1917, p. 868; 1918, pp. 249, 335 ff. 
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is argued that the policy advocated by the Board of Trade “is 
socialistic, is being carried on in the face of protests from chambers 
of commerce and from merchants, who naturally object to money 
paid by them in taxes being used for the ruin of their own business.” 

In Canada the acting Commissioner of Labor, W. F. O’Connor, 
in discussing present and future trade conditions in that country, 
advocated the formation of selling combinations on the plan of 
European export cartels, as follows: 

As a result of war conditions Canada is now selling all she can produce, 
but we ought to organize so that we may seil with efficiency, as after the com- 
ing peace the powers now clamouring at our counters may require to be coaxed 
or informed. Canada’s industrial equipment is said to be of a capacity twice 
or three times more than its home trade requirements demand, and only 
by greater export trade or through the extension of the home market by an 
abnormal immigration can extensive scrapping of plants be avoided. Pro- 
duction is not enough; what is produced must be sold. Efficient selling will 
reduce the cost of selling, and not only the manufacturer but the consumer 
will gain. Labour also will benefit through the greater volume of employ- 
ment afforded through the export orders which efficient selling organizations 
will secure. A board or commission with jurisdiction over trade combinations 
and trade methods is therefore as much a necessity for the purpose of foreign 
trade as for internal trade. 


War conditions have given rise to still another fertile cause 
for the concentration of commercial interests. The accumulation 
of considerable capital during the war in certain quarters in neutral 
countries, where fortunes have been made in an incredibly short 
time, made possible heavy investments in productive enterprises. 
Well-financed concerns absorbed smaller ones, especially in the 
Scandinavian countries. This accounts for the comparatively 
large number of amalgamations formed in Sweden, Norway, and 
Denmark during recent years. Similar developments may be 
observed in Holland, Switzerland, and Spain. An unprecedented 
growth of big business as a result of the war, together with active 
government support in the form of subsidies, tariff adjustments, 
etc., have materially quickened the process of industrial and 
trade syndication in Japan, where commercial organizations had 
been highly developed prior to the war. 


* The Labour Gazette, Ottawa, June, 1917, p. 477. 
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Last but not least, concentration of demand has proved a 
vital factor in furthering the tendency toward combinations. 
Maximum efficiency in the placing of large government contracts 
for war materials of all kinds made joint action on the part of 
manufacturers or dealers a matter of great importance to the 
public interest. In numerous instances government authorities 
have advised producers or manufacturers in certain industries to 
combine, so that contracts for supplies could be allocated more 
efficiently. 

GREAT BRITAIN 

The world-wide impetus given to the combination movement 
by the new economic conditions produced by the war is most 
noticeable in Great Britain. While large trustlike concerns, such 
as the Cambrian Coal Combine, the Coats Combination, etc., 
as well as smaller price-fixing combines, have existed in Great 
Britain for many years, British manufacturers always showed 
a pronounced tendency toward individualism, and public opinion 
was inore or less antagonistic to monopolistic enterprises. A 
marked change has taken place. Official committees declare 
themselves unqualifiedly in favor of combinations. The Depart- 
mental Committee appointed by the Board of Trade to consider 
the position of the engineering trades after the war declares: 
‘We ourselves approve of trade combinations amongst manufac- 
turers, as we also approve of combinations among workmen.” 
The Committee on Electrical Trades reported: ‘“‘It is essential 
that output should be thus consolidated instead of remaining in 
the hands of a number of weak concerns, many of which, moreover, 
have further reduced their competitive power by dabbling in a 
variety of productions.” According to the Economist' the Board 
of Trade has adopted the promotion of trade combinations as its 
‘considered policy.” A survey of the reports of annual meetings 
of some of the leading British industrial concerns for the past 
three years shows that co-operation among producers or dealers, 
a joining of like interests in the form of amalgamations, fusions, or 
pools and similar developments along lines of syndication for 
domestic as well as export trade have taken place on a large scale. 


December 1, 1917, p. 868. 
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A few typical instances in the chemical, the steel, and the 
shipping industries will illustrate this tendency toward economic 
centralization. The largest enterprise of this kind backed by the 
government grew out of efforts to make British industry independ- 
ent of the German dye-color industry and to establish a national 
dye-color industry which would constitute the keystone for the 
British textile industry. Shortly after the outbreak of the war 
the British Dyes, Ltd., was organized, and financed largely by 
the government. The latter undertook to advance £1 on deben- 
tures for every £1 of share capital subscribed up to a million, 
and thereafter £1 (up to a maximum of £500,000) for every addi- 
tional £4 of subscribed share capital. The government also gave 
£100,000 for purposes of research. In a speech delivered by Sir 
A. Stanley, president of the Board of Trade, in May, in the House 
of Commons, he stated that: 

Negotiations were in progress for the amalgamation of British Dyes, 
Ltd., and Messiz. Levinstein, Ltd., who were the most important of the dye 
manufacturers of Great Britain. The arrangement proposed provided for 
the new company being permanently under British control, for government 
representation on the board of directors, and also for securing reasonable prices 
and equitable distribution of the company’s products to the consumers.? 


After lengthy negotiations the deal was apparently concluded, 
and on August 21, 1918. a meeting of shareholders of British Dyes, 
Ltd., decided definitely on amalgamation with Levinstein, Ltd. 
The branching out of the new combination into allied lines is 
indicated by the recent linking up of Levinstein, Ltd., with the 
Nobel’s Explosives Company, Ltd., which has acquired a large 
stock interest in the great dye concern of Manchester. 

The extent to which the British iron and steel industries are 
organized may be seen from the fact that the Board of Trade 
Committee Report on those industries mentions thirty-fi > asso- 
ciations of producers. A glance through the pages of the British 
Directory of Directors for 1918 will show a whole network of inter- 
relations through interlocking directorates linking up the great iron 
and steel industries with banking, shipping, and other interests. 


* Board of Trade Journal, May 23, 1918, p. 627. 
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Recently an amalgamation was negotiated in the steel industry 
between the Workington Iron and Steel Company; Steel, Peech 
and Tozer; Samuel Fox and Company; and the Rother Vale Col- 
lieries. The two first named own the whole of the share capital 
of the Frodingham Iron and St<el Company, Ltd., which in turn 
owns one-half of the share capital of the Appleby Iron Company. 
The new concern is to be known as the United Steel Companies, 
Ltd., and is capitalized at £7,680,000. Vast outlays of capital, 
well-equipped modern plants, and substantial interests in iron and 
coal production combine to make a formidable array. It is cal- 
culated that the union of interests will be capable of producing 
well over one million tons of steel of all classes per annum. A 
similar joining of interests took place as a result of an alliance 
between the Metropolitan Carriage, Wagon, and Finance Company, 
Ltd.; Vickers; the South Metropolitan Electric Light and Power 
Company; and the West Kent Power Company. This new com- 
bine also has agreements with the General Electric Company 
and the Birmingham Small Arms Company. The Metropolitan 
increased its capital to £10,675,000. At the last annual meeting 
of Siemens Brothers and Company, Ltd., the announcement was 
made that an alliance had been negotiated with Dick, Kerr and 
Corapany, Ltd., in the field of dynamo installations, and that other 
alliances are in contemplation for the purpose of reducing unne- 
cessary competition among other British companies doing similar 
business. An important amalgamation was consummated during 
the past year in the agricultural implement and machinery industry 
by the fusion of Ruston, Proctor and Company, Ltd., of Lincoln, 
with Richard Hornsby and Sons, Ltd., of Grantham. Some idea 
of the magnitude of this deal is furnished by the fact that the com- 
bined capital of the two concerns amounts to $7,027,250. Both 
companies have established a large export business, particularly 
with Australia. 

A noteworthy combination in the shipping business was estab- 
lished by the Royal Mail Steam Packet Company and its associated 
companies. In conjunction with certain leading French and Italian 
shipping interests the British concern has acquired a large holding 
in the Argentine Navigation Company. Through the latter concern 
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an extensive organization has been created for linking up the 
South American ports by means of coasting vessels, river craft, 
tugs, lighters, etc. The Committee on Shipping and Shipbuilding 
in its final report made the following statement relative to com- 
binations in the shipping industry: 

We think that British shipowners ought not to disregard the tendency 
of modern industry toward closer organization, since united action on the part 
of foreign shipping can only be met effectively by similar action on the part 
of British shipping. It is for the British shipowners themselves to devise 
the best methods of bringing united action into play.* 


GERMANY 


The cartel situation in Germany during the war exhibits a 
number of interesting features. In the first place there is to be 
seen a noticeable tendency toward decentralization, directly oppo- 
site to the current movement prevailing in other countries, which 
favors trade combinations. This trend of sentiment toward indi- 
vidualism and free competition made itself felt to such an extent 
in several instances where syndicate agreements were about to 
expire that co-operation was attained only in response to pressure 
by the government authorities with the covert threat of compul- 
sory syndication or even government monoply in case of failure 
to form a voluntary combination. Two cases of this kind concerned 
the two largest and most important syndicates of Germany. The 
first instance was in connection with the imminent dissolution of 
the Rhenish-Westphalian Coal Syndicate, one of the most power- 
ful cartels in the empire. The voluntary syndicate agreement 
was to expire in November, 1915, and disagreements among the 
mineowners made the voluntary formation of a new syndicate 
improbable. In view of the fact that the syndicate controls the 
major part of the country’s production and distribution of coal, 
the government availed itself of the excellent organization of the 
syndicate for war purposes. However, the disinclination of sev- 
eral large coal magnates to join in a new agreement caused the 
situation to become so serious that the Federal Council took 
action. A decree? issued on July 12, 1915, provided for the forma- 


* London, March, 1918. 2 Reichsgesetzblatt, 1915, No. 113, pp. 535 ff. 
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tion of a compulsory syndicate unless the old agreement should 
be renewed. This threat of state intervention brought the recal- 
citrant colliery owners to terms, and on October 14, 1916, a so- 
called “transition syndicate’? was formed. On April 1, 1917, 
the syndicate agreement was renewed for five years. The new 
syndicate includes all of the coal mines operated in the Rhenish- 
Westphalian coal district and comprises also the Prussian state 
mines. On this occasion the syndicate succeeded in taking over 
the entire wholesale coal trade, thus becoming practically a private 
monoply. 

A similar situation developed in connection with the Steel 
Syndicate (Stahlwerksverband). On January 20, 1915, representa- 
tives of the steel works met to discuss ways and means whereby 
the German iron and steel industry could be formed into a solid 
combination in view of the great changes which were expected 
to take place after the war. During the following May a special 
committee presented the draft of a scheme for the formation of 
a steel federation to be known as the “Stahlbund.” The Bund 
was not to be a syndicate for sales in the sense of the existing syn- 
dicates, having nothing whatever to do with sales. The principal 
‘duty allotted to it was to promote the formation of syndicates 
and to maintain existing combinations. Besides looking after the 
interests of the Steel Syndicate itself the new federation was to 
endeavor to form sales syndicates for bars, plates, sheets, wire 
rods, and tubes. According to the statutes of the Federation, 
steel products were to be divided into the following three groups: 
(a) for semifinished steel, railway material, and shapes; (b) for 
bars, wire rods, plates and sheets, tubes and rolling stock; (c) 
for forgings, castings, and sundry steel products. The works in 
group c were for the present to remain independent, so as not to 
complicate the process of syndication by their inclusion. Nego- 
tiations were later suspended on account of disagreement as to 
a method of computing the allotments. Recently they were 
resumed in deference to the wish of the government that the 
negotiations should be conducted simultaneously with those for 
the renewal of the Steel Syndicate. The latter’s agreement 
terminated at the end of 1918, and the government expressed a 
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wish that a decision respecting its further prolongation should be 
reached by October 1. 

The same procedure as in the case of the coal and steel syndi- 
cates—namely, the threat of a compulsory syndicate—was followed 
by the government for the protection of the interests of the cement 
industry. Prior to the summer of 1914 high prices and tempting 
profits had given rise to numerous new enterprises. In order 
to avert an impending overproduction, the existing cement cartels 
shortly before the war made an effort to buy up some of the leading 
newly established plants, to shut them down, and thus to curtail 
production. While overproduction was checked to some extent 
by this action of the cartels, with the outbreak of the war lucrative 
war orders gave a fresh impulse to speculation. The various 
cement cartels showed a growing disinclination to co-operate with 
one another. Finally the government authorities, fearing that 
the increasing lack of solidarity in the industry would become 
detrimental to its interests, exercised the necessary pressure to 
bring about the formation of a cartel agreement covering the 
entire cement industry and resulting in a firm price policy. 

The second outstanding development in the war-time history 
of German cartels involves the coming togevter of the few big con- 
cerns which control respectively the electrical and the dye-color 
industries. Over against the tendency toward decentralization 
so noticeable in the coal and steel industries, we find a voluntary 
consolidation of interests taking place in the electrical and the 
dye-color industries. The underlying reasons for these divergent 
tendencies may be found in the fact that the former have 
been very prosperous during the war and are looking forward to 
an increased volume of domestic business in the reconstruction 
period after the war. By remaining independent and outside of 
a syndicate agreement which allows them only a certain limited 
allotment, some of the large concerns expected to do a more profit- 
able business as long as the demand was great during the war. 
On account of the universal dearth of raw materials they antici- 
pated a continued strong demand during the reconstruction period 
which they would be in a better position to take advantage of 
than the smaller concerns who favored syndication for equally 
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selfish reasons. On the other hand the electrical and the dye- 
color industries, which had built up a large export trade before 
the war, have suffered enormous losses in their foreign investments 
and look with apprehension upon the strong competition which 
has grown up in other countries during the past four years. In 
their case foreign competition prompts them to join their resources 
and facilities. By solidarity of action they expect to be in a better 
position to meet foreign competition. 

The German electrical industry prior to the war was controlled 
by two large groups or communities of interest, the Allgemeine 
Elektricitats-Gesellschaft, which controlled about forty-five per 
cent of the entire electrical business of Germany, and the Siemens- 
Schuckert concern, which controlled about thirty-five per cent. 
While these two groups were formerly more or less independent 
of each other the war brought about a loose organization. At 
first a war committee covering both groups was formed. Later 
a permanent organization was established, known as the Central 
Association of the German Electro-Technical Industry. 

Likewise the German dye-color industry was consolidated during 
the war into a community of interests or an entente, the “Anilin- 
konzern.”’ Immediately prior to the war the industry had been 
dominated by seven concerns which formed two groups of inter- 
ests. They had grown out of sixteen individual concerns engaged 
in the manufacture of coal-tar dyes, by a gradual process of absorp- 
tion from 1912 to 1914.7 In a review of the German chemical 
industry for the year 1917, the Frankfurter Zeitung states that the 
seven firms which form the new chemical combine have increased 
their capital to 353,400,000 marks, partly with a view to the 
erection of new plants, especially for the extended production of 
nitrates, and partly also in order to water their stock and check 
the rise of dividends. The present shareholders were given the 
option of taking up the new shares at 107 per cent. For the six 
companies surveyed (Héchst, Badische Anilin, Bayer, A. G. fiir 
Anilinfabrikation, Griesheim, and Weiler-ter-Meer) the gross profits 
for 1917 were 194,900,000 marks, or 41,400,000 marks in excess of 
those for 1916. ‘The amounts written off totaled 63,400,000 marks, 

* Revue d’économie politique (1918), p. 238. 
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showing an increase of 18,300,000 marks over 1916. The average 
dividend for 1917 was 18.78 per cent, as against 24.84 per cent 
for 1916. 

A war-time development along different lines is the joining 
of forces of the coal and iron with the shipping interests. Some 
of the great German ironmasters, Stinnes, Thyssen, and Haniel, 
have acquired large coal holdings and in addition have obtained 
interests in shipping firms and shipyards. An important under- 
taking of this kind is the new Hamburg Shipyard Company founded 
in August, 1916, by the Allgemeine Elektricitats-Gesellschaft, the 
Hamburg-Amerika, and the Haniel concern, the latter represent- 
ing the “‘heavy industry” of the Rhineland. Similarly, Hugo 
Stinnes, who holds a controlling interest in the German-Luxemburg 
Mining Company, has become affiliated with the Hamburg- 
Amerika line, the Woermann line, the North German Lloyd, and 
the German-American Petroleum Company. In 1917 the Mannes- 
mann Tube Works acquired the large coal mine “Unser Fritz,” 
for which purpose it issued 14,0c0,00co marks worth of new 
shares. ‘This linking up of coal and iron interests is a characteristic 
trend of the times, and is noticeable also in Great Britain, for 
instance, in the case of the Ebbw Vale Steel, Iron and Coal Com- 
pany, Ltd. Its primary purpose is to make large enterprises self- 
contained as far as possible. While this tendency on the part 
of large industrial concerns to make themselves seli-sufficient by 
so-called “vertical”? expansion was noticeable in several countries 
prior to the war, the dearth of raw materials, difficulties with 
labor unions, and other factors incident to the war combined to 
drive ‘big business”’ with increased momentum toward this form 
of industrial concentration in Great Britain, France, Italy, and 
Germany just as in our own country. 

In a review of the German cartel situation, written shortly 
before his death, the late Professor G. Schmoller called attention 
to what he considered an important new phase of cartel develop- 
ment, that is, the formation of purchasing syndicates for the pur- 
chase of large quantities of raw materials." 


*Schmoller’s Jahrbuch, 41. Jahrg. 2. Heft, p. 436. 
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While Germany has been cut off from her former overseas 
markets during the past four years, preparations have been made 
in the meantime by private interests as well as by the government 
authorities for extending foreign trade after the war. Although 
of late the formation of export cartels has not been advocated as 
much as in the United States and in Great Britain, nevertheless 
one or two enterprises of this kind merit attention. On February 
28, 1918, an Export Trade Company, Ltd., was formed under the 
Imperial Ministry of Economics. The purpose of this company 
is to provide German industry and trade with opportunities for 
participating in the expected revival of export business, especially 
with countries hitherto hostile. The company bears a semiofficial 
character and has been founded in co-operation with the Central 
Association of German Wholesale Trade and the Association of 
Exporters. The board of directors will consist of eight represen- 
tatives of trade and industry and eight deputy representatives, 
nominated by the Imperial Ministry of Economics on proposals 
made by the association. The new company is to regulate exports 
during the war and during the transition period. 

Another concern formed recently with the participation of 
the government is the Export Company for the Ukraine, having 
a share capital of $2,500,000. The Central Union of German 
Manufacturers, the Federation of Manufacturers, and the Central 
Union of German Wholesale Firms became members of the new 
company. The German government has granted to the Export 
Company the sole right of export to the Ukraine with the excep- 
tion of fuel. In order to equalize distribution of the orders the 
Export Company has induced the various German syndicates to 
appoint expert committees to advise the company in the allocation 
of the orders, and to put forward the names of those firms which 
come into consideration for the execution of contracts. 

Private interests are backing the Stock Company for Home 
and Foreign Enterprises, which was incorporated at Hamburg 
in April, 1918, with a capital of 2,500,000 marks. Exporting and 
industrial concerns, shipping firms, and banks from all parts of 
Germany participated in the formation of this export combination. 
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TRADE COMBINATIONS IN OTHER COUNTRIES 


Outside of Great Britain and Germany the most significant 
developments in other European countries in connection with 
cartelization of commerce and trade during the war may be observed 
in the Scandinavian countries, in Russia, and in Italy. The rapid 
accumulation of wealth in Sweden, Norway, and Denmark has 
led to the absorption of numerous small concerns by well-financed 
corporations. In Sweden several export cartels have been formed. 
In Italy the elimination of German interests, which had been 
closely linked up with the leading Italian cartels, resulted in a 
general reorganization of the industrial administrative machinery 
of the country. Perhaps the most important recent development 
in Italy’s industrial expansion is the action of the Minister of 
Finance, Nitti, who in July, 1918, arranged a general agreement 
between the four greatest commercial banking institutions of that 
country, the Banca Commerciale Italiana, the Credito Italiano, 
the Banca Italiana di Sconto, and the Banca di Roma, to under- 
write the bulk of the new capital stock issued by the Ansaldo 
works of Genoa. ‘This large shipbuilding, engineering, and arma- 
ment concern increased its capital from 100,000,000 to 500,000,000 
lire. It has now become the strongest industrial interest of any 
kind in all Italy, constituting practically a trust in its line. 

In Russia the Soviet government has promulgated a decree 
nationalizing foreign trade. It provides that ‘commercial trans- 
actions relative to purchase and sale of products (raw materials, 
manufactures, agriculture, etc.) with foreign countries and private 
foreign commercial organizations are controlled directly by the 
Russian Republic through specially authorized organs.’”’ A Coun- 
cil of Foreign Trade has been constituted which sh.'! “keep a 
register of the demand and supply of exported and imported goods; 
organize foreign purchase through the government against requi- 
sitions by co-operative societies and firms; and regulate the prices 
of imported and exported goods.”’ yn 

In Australia the Prime Minister in February, 1918, outlined 
to the Chamber of Manufacturers at Melbourne a scheme for the 
organization of Australian industry and trade after the war. He 
stated that the unit of the scheme would be the association repre- 
senting each industry. This shall be composed of all the produ- 
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cers or manufacturers of an industry forming themselves into an 
association. Representatives from the various associations shall 
compose a General Council of Commerce and Industry. Combined 
action of manufacturers through an association for the purpose 
of securing a footing in overseas markets was proposed and the 
backing of the commonwealth to secure necessary credits from 
banks was mentioned as a means of pushing the Australian prod- 
ucts in the overseas markets. 

In Japan organization of business has made rapid strides during 
the war. ‘The solidarity of her business interests, the co-operation 
of her exporters, the systematic aid furnished manufacturers by 
the government through subsidies, tariff legislation, etc., is un- 
equaled anywhere among the other commercial nations of the 
world. Japan’s shipping has virtually monopolized the Pacific 
maritime trade during the war. Three shipping firms of Kobe 
recently pooled their interests. The new concern stands fourth 
in the list of Japanese shipping companies. Well-organized cartels 
have been formed in the textile, tea, chemical, camphor, and other 
industries. In Canada there was incorporated a company styled 
“The Associated Industries of Japan,’”’ with head office at Van- 
couver. This company comprises some one hundred and sixty 
Japanese manufacturers. An enterprise on a larger scale was 
formed by six of the largest mercantile firms of Japan, the Mitsui, 
the Mitsubishi, the Okura, the Furukawa, the Kubara, and the 
Kogyo Kaisha, for the purpose of placing joint loans in China. 
The new combination has already succeeded in acquiring certain 
valuable mining privileges. 


BANKING AMALGAMATIONS 


Amalgamations of large banks in all parts of the world have 
become a significant sign of our times. In England, perhaps 
more than elsewhere, public attention has been aroused by this 
outgrowth of war-time conditions. The Staist,, commenting on 
this subject, said: 

Clearly, the recent amalgamations overshadow all other banking events, 
constitute so great a change in the banking arrangements of the United King- 


dom, and introduce so many changes in divers directions that they outweigh 
in importance everything else. 


t August 17, 1918, p. 250. 
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The Economist,’ in discussing recent articles by Sir Charles 
Addis on “Problems of British Banking”’ in the Edinburgh Review* 
and by Mr. Sidney Webb in the Contemporary on the subject of 
bank amalgamations, states: 

Suffice it for today that these two authorities, approaching the question 


from so different a standpoint, agree that a state banking monopoly is in 
sight, as a danger or a blessing accerding to the taste and fancy of the prophet. 


Among the more imporfant recent bank amalgamations in 
England is that of the National Bank of Scotland with Lloyd’s 
Bank, the London and River Plate Bank, and the Capital and 
Counties Bank. The London City and Midland Bank and the 
London Joint Stock Bank, Barclay’s Bank, and the London 
Provincial and South Western Bank have combined their inter- 
ests. A working arrangement has also been brought into opera- 
tion between the Anglo-South American Bank and Williams 
Deacon’s Bank. 

Sir Edward H. Holden, chairman and managing director of 
the London City and Midland Bank, in a speech on September 
13, 1918,3 discussing some of the reasons underlying this tend- 
ency toward centralization of banking interests, said: 

We must remember that in retaining London as the financial center we 
must be prepared after the war to meet any extra demands for the purposes 
of trade which may be made on us by the foreign bankers, and that is one 
of the most important reasons for seeking to make our banks much larger 
than they were before the war. The feeling that it is necessary to increase 
the size of the banks is growing in all countries. Amalgamations are tak- 
ing place in all parts of the world. The cry in all countries is “‘Make the 
banks larger and stronger.’”’ This can only be done, as it has been done in 
our country, by amalgamations. 


The frequency and extent of these enormous agglomerations 
of capital into a few hands aroused public opinion to such an 
extent that a Treasury Committee on Bank Amalgamations, under 
the chairmanship of Lord Colwyn, was appointed in March, 
1918, to take evidence as “‘to what extent, if at all, amalgamations 
between banks may affect prejudicially the interests of the indus- 

? July 30, 1918, p. 66. 2 July 3, 1918. 

3 Supplement to the Statist, September 14, 1918, p. v. 
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trial and mercantile community, and whether it is desirable that 
legislation should be introduced to prohibit such amalgamations, or 
to provide safeguards under which they might continue to be per- 
mitted.” In its report the Committee stated that they are forced 
to the conclusion that the possible dangers resulting from further 
large amalgamations are material enough to outweigh the argu- 
ments against government interference. Some measure of gov- 
ernment control is essential, and the Committee suggests that 
the responsibility of approving or disapproving amalgamation 
schemes, etc., should be charged to the Treasury and the Board 
of Trade. With regard to the danger of monopoly or a money 
trust, the Committee states that: 


While we believe that there is at present no idea of a money trust, it 
appears to us not altogether impossible that circumstances might produce 
something approaching to it at a comparatively early date. Experience 
shows that in order to preserve an approximate equality of resources and of 
competitive power, the larger English banks consider it necessary to meet 
each important amalgamation, sooner or later, by another. If, therefore, 
the argument from size is to prevail, it can only lead, and fairly rapidly, to 
the creation of a very few preponderant combinations, and if these combina- 
tions amalgamated or entered into a joint agreement as to rates and policy, 
etc., the money trust would immediately spring to birth. 


The importance of the part played by the German great banks 
prior to the war in the promotion of commerce and trade through 
syndicates is well known. During the war these banks have 
extended their financial interests still more, particularly by acquir- 
ing a controlling interest in provincial banks. The Disconto- 
Gesellschaft recently took over five provincial banks in Central 
and Western Germany. In 1914 this bank absorbed the Schazf- 
hausensche Bankverein through which it became closely affiliated 
with several large syndicates, particularly in the textile industry. 
In 1916 it also acquired control of the Kénigsberg Bankverein, 
whereby it established itself firmly in Eastern Germany. The 
Dresdner Bank, by taking over the well-known Rheinisch-West- 
philische Disconto-Gesellschaft of Aachen, gained a strong foothold 
in the textile and milling centers of the Rhineland and West- 
phalia. The Miarkische Bank was also merged into the Dresdner 
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Bank. These bank fusions were caused partly by the desire to 
extend business, partly by reasons connected with taxation, and 
partly also by the desire to reduce the working costs. In this 
connection it may be noted that Professor Prior in a recent 
book, The German Credit Banks during and after the War, advo- 
cates the formation of a banking council composed of representa- 
tives of the credit banks, mortgage banks, public savings banks, 
and insurance companies for the purpose of devoting them- 
selves to the solution of financial problems growing out of 
the war. 

In the Hungarian banking world the movement toward con- 
centration assumed large dimensions in 1917. At the end of that 
year there were twenty-nine banks in Budapest with a capital of 
not less than ten miilion kroners each, fourteen of which were in 
some kind of dependent relation to other banks, either in Budapest 
or abroad. 

In Canada the tendency toward amalgamation of banks is 
exemplified in the merger of the Bank of British North America 
with the Bank of Montreal. The Royal Bank of Canada has 
absorbed the Northern Crown Bank. Since 1889 the number 
of chartered banks has been reduced from forty-one to nineteen. 

In Australia three important bank amalgamations took place 
in a little over a year, among them being the consolidation of the 
interests of the National Bank of Australasia, Ltd., and the Colonial 
Bank of Australasia, Ltd., while the Commercial Bank of Aus- 
tralia was merged with the National Bank of Tasmania. 

A similar concentration of capital is noticeable in Sweden, 
where the Skandinaviska Kreditaktiebolaget, the largest com- 
mercial bank in Scandinavia, took over the Skanska Handels- 
banken, Sveriges Privata Centralbank, and the Nordiska Kredit- 
banken. 

In our own country the concentration of the nation’s banking 
resources in the Federal Reserve System under the Federal Reserve 
Act constitutes a development which is in harmony with the 
tendency of the times as outlined above. That further co-operation 
among American banking interests is likely to take place in the 
near future may be inferred from the following statements made 
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by Charles H. Sabin, president of the Guaranty Trust Company, 
of New York, in a recent address on “Banking Evolution,” viz.: 

To meet the new conditions presented in world-trade, the desirability 
of concentrating banking credit has appealed to the bankers of other coun- 
tries, and offers its possible suggestion tous. The question also of the desirabil- 
ity of extending our financial spheres of influence at home may well be raised 
in order to meet the growing necessity for financing large undertakings to 
an extent quite out of proportion to the resources of smaller institutions, and 
consequently unsafe for them. Such service would be possible through the 
“big” bank with affiliated interests or branches which might not otherwise 
be rendered. We must adjust our minds, not only to the expansion of our 
own banking interests abroad, but perhaps even to the co-operation with for- 
eign banks in some international banking plan which will meet the exigencies 
forced upon us by the war. It is certain that we shall need united effort to 
meet the competition we shall face, and in lieu of a branch banking system 
and banking amalgamations, American banks must work together on a basis 
of common interest and in the general interest. 


TRADE ASSOCIATIONS 


Side by side with the world-wide tendency to form cartels, 
syndicates, and trusts, a rapid growth has been taking place dur- 
ing the war in the number and size of trade associations. Indus- 
tries in which all efforts to bring about an organization failed in 
previous years have been successfully organized under the stress 
of war times, not only along sectional lines, but as units covering 
the entire national industry. In the United States the coal and 
the dyestuff industries have for the first time been organized into 
national associations. The National Coal Association embraces 
most of the large bituminous coal producers of the whole country, 
just as the National Coal Jobbers’ Association and the National 
Retail Coal Dealers’ Association combine the majority of business 
men engaged in their respective lines of trade. The Dyestuffs 
Association of America, Inc., was organized on March 6, 1918, at 
New York and combines manufacturers, jobbers, makers of machin- 
ery, and dyestuffs chemists into a co-ordinate body. 

In Great Britain the Association of British Chemical Manu- 
facturers, formed in 1917, now has a membership of one hundred 
and twenty-three, representing a total capital of £50,000,000. 
The Committee on the Chemical Trade of the Ministry of 
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Reconstruction in its Report’ recommended “that the Association. 
of British Chemical Manufacturers should be considered as repre- 
sentative of the chemical trade as a whole with certain branches 
excepted.”’ Of the numerous other trade associations formed in 
Great Britain during the war we mention the National Association 
of Agricultural Engineers and Implement Dealers because of the 
far-reaching plans voiced by its founders for expanding the domes- 
tic and foreign trade in British-made agricultural machinery and 
implements. A trade association on a larger scale is the Joint 
Council which was established recently by the Federation of 
British Industries, the British Empire Producers’ Organization, 
and the British Imperial Council of Commerce. Its importance 
and scope may be gauged by the fact that the Federation of British 
Industries represents about fifteen thousand manufacturing firms of 
all the important branches of Englishindustry. The British Empire 
Producers’ Organization includes raw materials in the dominions, 
together with the leading manufacturers’ associations in Australia, 
Canada, and South Africa. The Joint Council thus brings together 
manufacturers, producers, and merchants throughout the Brit- 
ish Empire. 

A similar nation-wide league of business men is the Imperial 
Combine of Austrian Industries, which was organized in Novem- 
ber, 1917. It represents an amalgamation of the three leading 
Austrian manufacturers’ associations, viz., the League of Austrian 
Manufacturers, the Central Union of Austrian Manufacturers, 
and the Manufacturers’ Club. 

Numerous trade associations of a smaller or larger scope have 
been formed in all the leading commercial countries of the world, 
and so rapidly has their number increased that notes of warning 
have been sounded in several countries as to them. The London 
Times in a recent editorial commented as follows: 

The public has little idea of the enormous number of otiose trade associa- 
tions that have come into existence during the last ten years. It is time to speak 
out frankly, and call a halt. Most of these redundant and absolutely useless 
bodies exist very largely to provide posts for needy officials. We do not 


* London, 1917, p. 4. 
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want more associations, we want better ones, and the most likely way to get 
better ones is to improve the existing old-established, reputable, and repre- 
sentative bodies. 


The Economist’ says: 


We have to face a plague of associations. For this also we have chiefly to 
thank the government, for it has been incessantly urged upon our harassed 
manufacturers that they should band themselves into associations and federa- 
tions for defensive and aggressive purposes, but more especially to enable them 
to hold their own against foreign competition in the economic war which is 
supposed to be coming. 


Objectionable activities by trade associations in the United 
States have given rise to criticisms in the press and on the part 
of government authorities. The Federal Trade Commission in 
its Report on the Book-Paper Industry, Washington, 1917, p. 18, 
says: 

The commission also desires to call attention of the Congress to the neces- 
sity for the enactment of legislation regulating the activities of trade associa- 
tions. The print paper and other investigations of the commission show that 
trade associations, although they are presumed to be organized for legitimate 
purposes and are often engaged in activities which serve a useful purpose, 
nevertheless, in some instances, engage in practices which tend to destroy 
competition and defeat the objects of the Sherman Law. 


INTERNATIONAL CARTELS 


The decade immediately preceding the war was characterized 
by the tendency to form international cartels. Upward of a 
hundred combinations of this kind were in operation, linking up 
manufacturers or exporters of various countries in the same or 
allied industries. There was a time when international cartels 
were considered by some writers as potent agencies of a world- 
peace. Agreements of this kind provided in most cases for a 
division of sales territory, and in some instances they covered 
price agreements also. The primary purpose underlying most of 
these international commercial ententes was the preservation 
of an undisputed internal market. One of the economic effects 
of the war has been the disruption of most of the international 
cartels in which German interests were represented, or at least 


t May 11, 1918, p. 733. 
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the elimination of German participation. Legislation prohibiting 
trading with the enemy, the placing of certain trading activities 
under a system of licenses, amendments to company laws provid- 
ing for a stricter control of stockholders, elimination of stockowner- 
ship in domestic companies by foreigners, and similar measures 
have made the continuation of most of the former international 
cartels impossible. 

The erstwhile ‘‘Lead Convention” was an international cartel 
of great economic importance. It had been formed by the German 
Merton concern of Frankfurt a.M., and had succeeded in dominat- 
ing the production of zinc and lead in Australia. Since the out- 
break of the war the attorney-general of Australia succeeded in 
breaking up the foreign control of the Australian trade in these 
metals. The government scheme for the future conduct of the 
metal trede took the form of the Australian Metal Exchange. 
No metal products of Australia are in future to be sold except 
through the Exchange, and every transaction for over £500 in 
value must be registered with full particulars of purchaser, des- 
tination, etc. This.procedure is designed to secure the trade 
against the formation of any controlling combine, the expectation 
being that consumers will buy according to their requirements 
through Australian agents. The German influence is to be elim- 
inated through the control exercisable over membership of the 
Exchange." 

Several of the leading international cartels formerly had their 
central offices in Belgium, among them the International Glass 
Syndicate. War conditions have terminated its functions. 

The pre-war agreement of the international quinine cartel has 
also been changed. 1t had been based upon a division of territory 
between American, British, French, Dutch, and German com- 
panies. The original agreement specified that American and 
French manufacturers should keep out of Great Britain, while 
the British company should in turn not attempt to do business 
in France and the United States. The British quinine company, 
it is asserted, has now left the cartel and made an independent 
contract with British cinchona-bark growers in Java. 

* The Round Table, December, 1915, pp. 177 ff. 
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The chemical industry has in the past been the most prolific 
field for the formation of international cartels. The compara- 
tively limited number of manufacturing plants, and, generally 
speaking, the fact that the necessary raw materials have not been 
subject to import or export duties, explain why such a large num- 
ber of chemical commodities have been covered by international 
cartel agreements. The war has focused public attention on the 
commercial and political effects of this network of agreements 
among private parties in different parts of the world, and mas 
torn asunder or rearranged most of them. 

During the war several large trading corporations have been 
formed, backed by powerful banking interests, for the purpose 
of doing an overseas business. As an example, we mention’ the 
British-Italian Corporation, Ltd., capitalized at £1,000,000, which, 
together with the Credito Italiano, has formed the Compagnia 
Italo-Britannica, capitalized at 10,000,000 lire. Some of the 
principal shareholders of the British concern are the following: 
Lloyds Bank, Bank of Liverpool, Commercial Bank of Scotland, 
Anglo-South American Bank, Bank of Australasia, Bank of Brit- 
ish West Africa, Canadian Bank of Commerce, Hongkong and 
Shanghai Banking Corporation, National Bank of India, National 
Bank of Egypt, Prudential Assurance Company, and others. 

A new Italo-French combination was constituted not long 
ago in Rome under the name of the “Unione Industriale Italo- 
Francese,”’ for the purpose of promoting a more intimate and effec- 
tive economic relationship between the two countries. The capital 
of the combination is for the present limited to 10,000,000 lire 
with power to increase it to 20,00c,oco lire. Another huge 
capitalistic trading concern capitalized at £10,000,000 is the 
British Trade Corporation. ‘This concern received a royal charter 
on April 21, 1917, for a term of sixty years and is authorized to 
transact business in all parts of the world. Under the terms of 
its charter it has, among other things, the following rights: (c) 
“to promote or finance business and undertakings of any descrip- 
tion, and to develop and prove the same, either through the instru- 
mentality of syndicates or otherwise”; (f) “to acquire and hold 
or dispose of any interest in any railways, tramways, ships, canals, 
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docks, harbours, armament works, shipbuilding establishments, 
irrigation works, electrical works, gas works, water works, and 
in addition any carrying, transporting, trading, industrial, agri- 
cultural, financial or manufacturing works, concerns or business 
of any description, and to carry on the same.” 

A trading concern of somewhat similar scope was formed 
recently in Japan, the “South Sea Association of Japan.” The 
purpose of this association, which comprises a number of the 
leading business concerns of Japan, is to extend Japan’s commercial 
influence in the South Seas, including the Philippines, Indo-China, 
the Straits, and the Dutch Indies. These territories cover an area 
of 1,000,000 square miles. The new association was organized 
along similar lines as the Indo-Japanese Society. The auditor 
of the new association is the managing director of the Mitsui 
concern, which handles about one-fourth of Japan’s foreign trade. 

The international cartels existing before the war were combina- 
tions among private parties. Time alone will tell how many of 
them will be renewed. Several international agreements along 
different lines, involving not private parties but groups of nations, 
have been negotiated during the war. At the Economic Con- 
ference of the Allies, held at Paris in June, 1916, and at similar 
conferences of the Central Powers and also of the Scandina- 
vian countries, agreements providing for the pooling of economic 
resources and for international commercial co-operation have been 
discussed or negotiated. As far as they have been published 
these deliberations related chiefly to joint economic action during 
the war and the post-bellum reconstruction period. We recognize 
in these economic coalitions among nations a tendency toward 
industrial internationalization which is parallel to the nationalizing 
movements so noticeable in commercial circles the world over at 
the present time. 


STATE MONOPOLIES 


The general trend of our time toward industrial centralization, 
as exemplified by the rapid growth of trusts, syndicates, and car- 
tels; the numerous measures of war-time control of trade and 
industry by the state; the more or less sympathetic attitude of 
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the public and of the executive, legislative, and judicial agencies 
of the government, are looked upon by many as an indication of 
the rapid and inevitable drift in the direction of nationalization 
or socialization of industry. For this reason it is interesting to 
analyze the extent to which the policy of forming state monopolies 
has definitely crystallized during the war in different parts of the 
world. 

To avoid misunderstanding, it should be clearly understood 
that we are not considering any of the temporary war measures 
so numerous in the United States, Great Britain, Germany, and 
elsewhere. We are eliminating from our present discussion such 
measures as price fixing, control of production, distribution of 
exports or imports of certain commodities during the war, or for 
a limited period after the war, where a certain degree of govern- 
ment control has been established either through voluntary agree- 
ments with trade associations, by compulsory syndication, or by 
direct state administration. In the United States the Food and 
Fuel administrations, the War Trade and War Industries boards, 
and the Railway Administration; and in other countries similar 
government agencies, have created a machinery which in many 
cases amounts to a virtual state monopoly. Similar functions 
are exercised by the Netherlands Oversea Trust and the Société 
Suisse de Surveillance Economique which control the imports 
and exports of Holland and Switzerland. 

These and similar economic war measures are in most cases 
limited by law to the period of the war. Generally speaking, busi- 
ness interests are everywhere strongly opposed to the perma- 
nent retention of these restraints. Official spokesmen of different 
governments have given assurance that the abandonment of gov- 
ernment control was being contemplated. In Germany the Vice- 
Chancellor recently discussed this subject in the Reichstag and 
stated that the Imperial Government had no intention of making 
the war organizations permanent. At the same time, he con- 
tended, the good done by the organizations in question during 
the war must be recognized, and it was clear that all of these 
organizations could not be abolished at a single stroke after the 
war. Most of them would have to continue in existence for a 
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longer or shorter time after the war for the regulation of economic 
life. This regulation would be considerably facilitated by the 
expert practical co-operation of trade ard industry. 

A further illustration of this attitude is given in the resolutions 
passed at a meeting of the Hansabund, of which the well-known 
financial writer, Dr. Riesser, is president. The resolutions urged 
that (1) state interference, necessary as it might be during the 
transition period, must be very limited, and must be completely 
gotten rid of after this period is over. Compulsory syndicates, it 
added, created during the war are contrary to the spirit of this 
resolution, since they tend to become permanent and form a 
serious encroachment on the rights of individuals; (2) the closing 
down and amalgamation of factories, etc., which has proved of 
little real advantage even during the war, must be stopped as soon 
as possible after peace and steps taken to restore all such concerns 
to their normal conditions; (3) as soon as possible after peace 
the former freedom of trade must be restored in every respect, 
and agreement must be reached in which the interests of industry 
and trade are consulted as to questions governing the supply and 
distribution of raw materials, foreign exchange, etc.; (4) the 
principle of monopolies must be definitely abandoned, since free 
economic activity in industry and trade is the safest guaranty 
for the financial capacity of the German peoples. 

Sir Albert Stanley stated at the fifty-eighth annual meeting 
of the Associated Chambers of Commerce of the United Kingdom, 
in April, 1918, that it would be the function of the government at 
once to begin the abandonment of those controls when the national 
position would permit. He could not conceive of anyone desiring 
in the national interest that they should be continued a day longer 
than was necessary. All that was necessary was that there should 
be complete co-operation between business interests and the gov- 
ernment departments, and he asked the employers to organize 
themselves so as to be able to effect that object. 

However, side by side with temporary economic war measures 
of a monopolistic character the progress made along lines of per- 
manent state monopolies during the war is noteworthy. Three 
stages of development can be clearly distinguished at the present 
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time: first, where the problem has not as yet gone beyond public 
discussion or party program; second, where a concrete proposition 
in the form of a parliamentary bill exists; and, third, where nation- 
alization or state monopoly has been effected. 

Nationalization of coal mines is being advocated strongly in 
several countries, particularly in Great Britain and Germany. 
The Miners’ Federation of Great Britain has taken a strong stand 
in favor of nationalizing the coal mines and gave lengthy con- 
sideration to this subject at its annual conference at Southport 
in July, 1918. According to the Iron and Coal Trades Review" “the 
Northumberland miners threaten to ‘down tools if the mines are 
not nationalized within six months after the war.’” At the meet- 
ing of the Trades Union Congress at Derby in September, 1918, 
Mr. J. Robson, in moving on behalf of the Miners’ Federation the 
resolution to socialize mines and minerals, said that miners were 
determined not to go back to the conditions that prevailed before 
the war, and they looked upon nationalization of the mines as an 
essential step toward securing the conditions they desired. Public 
sentiment was sketched in a paper read by Mr. F. McAvoy before 
the Forest of Dean Branch of the National Association of Colliery 
Managers as follows: 

The idea of State ownership is spreading among the ordinary men in the 
street, and this coupled with the projected extension of Labour representation 
in the House of Commons together with the resolutions of the Miners’ Unions, 
seems likely to bring the nationalisation of the industry within the region of 
practical politics in the not far distant future. In the Committee stage of 
the Coal Mines Control Agreement Bill Mr. Adamson, a Labour member, 
said: ‘One of my chief objections to the agreement is that it is of too limited 
a character. I do not want only control of mines, I want ownership as well 
as control. This has been the attitude of the miner for many years. An 
important industry such as coal mining—an industry of such vital importance 
to the people—ought not to be in the hands of private individuals.” And 
upon the Bill being debated in the House of Lords, Earl Russell said: ‘‘The 
Government have missed a favourable opportunity of taking over the coal 
mines and permanently working them in the interests of the community.” 
When State ownership can be advocated in the “other place” we are indeed 
getting on. 


t August 16, 1918, p. 106. 
2 The Iron and Coal Trades Review, June 7, 1918, p. 648. 
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In Germany public discussion has time and again centered 
around the question of nationalizing the coal industry. During 
the war numerous projects of this kind have been proposed, par- 
ticularly from the viewpoint of making available new sources of 
revenue for the state. At a sitting of the Reichstag Committee 
on March 12, 1917, to consider the Imperial Coal Tax Bill, the 
State Secretary of the Treasury, however, deprecated the idea 
of a monopoly of coal production and of the coal trade on account 
of the difficulties of organization involved in the scheme. More 
progress has been made in respect of the nationalizing of electric 
power supply in Germany. Numerous well-known leaders of 
industry and science have urged projects of this kind. Professor 
R. Liefmann, of the University of Freiburg, in an article on ‘‘Ger- 
man Monopolies after the War,’ points out that owing to the 
difficulties which would arise regarding the indemnification of 
existing works, and the necessary arrangements with regard to 
the numerous schemes already taken up by the individual states, 
an imperial electricity monopoly could not be expected to pro- 
vide a large revenue immediately after the war. He considers, 
however, that the existing chaos in the supply of electricity wili 
only be reduced to order by an imperial monopoly, and that the 
scheme should be carried through from the point of view of national 
economy, if not for financial reasons. In some of the individual 
states the government authorities have already acted toward con- 
solidating all electricity works with government participation. 

Professor Ballod, in an article on “‘Finance after the War,” 
declares himself in favor of a state monoply of coal and electric 
power on grounds of fuel economy as well as for financial reasons. 
He contends that all the railways and all industrial and agricul- 
tural plants should be electrified, and that electricity should be 
produced in iarge plants of 100,000 kilowatts and distributed in 
high-tension mains of 100,000 volts. He calculates that by elec- 
trifying the railways it would be possible to save at least one-third 
of the coal consumed by them, which amounted to about twenty 
million tons in the year immediately before the war. He urges 
that the state should endeavor to reduce home consumption of 


* Deutsche Juristen Zeitung, March 1, 1918. 
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coal by one-third, and should reckon to make most of its profit 
on coal for export. The cost of coal should not be increased to 
home industries, nor should the state attempt to make much profit 
out of electricity, as its aim should be to provide cheaper, not 
dearer, motive power. The Prussian Minister of Public Works, 
Dr. von Breitenbach, in a speech in the House of Deputies in 
February, 1917, and again on November 16 of the same year, 
declared himself in favor of the principle of state control of 
electricity by taking over the generation and transmission of the 
current but not its distribution to consumers. A section of the 
working program adopted by the German Social Democratic party 
at its meeting in Wurzburg last summer may be of interest at this 
time. It provides as follows: 

Sec. 5. THE PREVENTION OF MONOPOLIES.—Since in industry, commerce, 
and especially banking, the concentrations, amalgamations, and tendencies 
towards the formation of cartels which have made their appearance in war time 
will presumably be extended in peace time and lead to an increase in economic 
monopolies, the Social Democrats demand that private monopolies, so far as 
they have been created by economic development, should be nationalized 
under conditions which subject the entire conduct of their business to the 
control of parliamentary committees, which secure to the workmen therein 
employed the rights accorded them by the Industrial Code and social legis- 
lation, and which guarantee the workmen suitable influence in labor conditions. 
Moreover, in order to control organizations partaking of the nature of a cartel, 
a cartel office, affiliated with the Imperial Economy Office, must be established, 
empowered to examine the business ledgers of the cartel associations and to 
combat injurious forcing up of prices. Like the employers, the workmen are 
also to be secured representation on the council or the expert committee of the 
cartel office. Imperial control of the banking system must be extended, and 
by the development of the Reichsbank this institution must obtain a larger 
influence on private banks." 


In Great Britain a special committee appointed in 1917 by 
the Board of Trade to investigate the electric-power supply rec- 
ommended that one central authority to regulate generation and 
distribution of electricity in Great Britain and Ireland be imme- 
diately established, the new authority to be known as “The 
Electricity Commissioners.” The Coal Conservation Committee 
appointed by Prime Minister Asquith in its final report made 


* Corres pondenzblatt der Gewerkschaften, June 22, 1918. 
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similar recommendations in respect of centralization of power 
supply. In Australia various projects for development of hydro- 
electric power have been put forward by the government of Tas- 
mania, New South Wales, Queensland, and Victoria. 

State ownership of railroads is being advocated in Great Brit- 
ain, where government control of the railways has been established 
as a war measure. The president of the Board of Trade in April 
of this year, in discussing the subject, said that he did not see | 
how it was possible in the national interest that railways and 
canals should revert to their pre-war state." 

In Uruguay the Finance Minister has proposed the purchase 
by the state of the Central Uruguay Railway and of the Monte- 
video Waterworks and the United Electric Tramways. 

The Minister of Public Works of Spain, in outlining the steps 
which his government hoped to take in the interest of Spain’s 
economic restitution, mentioned nationalization of the trunk rail- 
ways and regularization of water-power concessions as parts of 
the program. He stated also that all the different projects dis- 
cussed by him tend in the direction of an increased intervention 
of the state and of an intense economic nationalism, which he 
considers to be absolutely indispensable in order that Spain may 
not be at the end of the war a country economically invaded and 
financially despoiled. Legislation has beer enacted which is cal- 
culated to protect the coal and the potash industries. Under a 
royal decree of July 12, 1917,? the National Coal Mining Council 
(Consorcio Nacional Carbonero) was organized, which embraces 
all the coal-mine owners of Spain and combines them into regional 
syndicates. The president of the Council is appointed by the 
government and a government bank finances the undertaking. 
This new organization is in reality a compulsory syndicate. 

Action along similar lines has been taken to safeguard the 
newly discovered potash deposits. On July 24, 1918, a law was 
enacted’ which gives the Spanish government supervisory control 

* The Board of Trade Journal, April 11, 1918, p. 429. 

2 Gacela Madrid, July 14, 1917. 

3 Loc. cil., July 28, 1918. 
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of all mining concessions, already granted or to be granted, for the 
production of potash salts. Whenever the total national production 
of potash salts reaches 50,000 tons or more per year, a special office 
shall be created to regulate such production, and the quantities 
and proportions to be produced by each mine shall be determined 
by such office. Spain thus did what Germany did in 1910 through 
the Imperial Potash Law. Prior to the discovery of the Spanish 
potash deposits Germany had what practically amounted to an 
absolute natural monopoly of potash. The agreement of the 
German Potash Syndicate, which under the above-mentioned law 
is a compulsory combination, has been renewed until December 
31, 1926. For the calendar year 1918 the distribution bureau of 
the German Potash Syndicate allocated 10,561,000 double cwts. 
of potash to the home and foreign markets. Of this quantity 
the foreign markets are to receive 1,375,000 double cwts. The 
number of constituents of the syndicate is now about 200, over 
against 151 in December, 1916. The rise in the market value of 
potash investments during the war may be seen from the fact 
that the shares of 78 potash corporations quoted in the Rhenish- 
Westphalian market, whose total quoted value on December 31, 
1913, amounted to $75,025,000, had increased to $197,030,000 on 
February 1, 1918. 

In conclusion there may be mentioned a bill in the German 
Reichstag providing for a government monopoly of the production 
and trade of drinking spirit, and the plan of government ownership 
of the telephone system of Stockholm, Sweden. A bill in the 
Swedish Riksdag which has the backing of the government pro- 
vides for a state monopoly of methylated spirit. The tobacco 
trade has been made a state monopoly in Sweden. A recent 
Austrian law gives to the state the right of monopolizing the 
mining of materials containing phosphoric acid. On March 8, 
1915, the German Federal Council initiated measures having in view 
the formation of a state monopoly of the trade in air nitrates. A 
Reichstag bill to this effect provides that the state shall monopolize 
this trade until March 31, 1922, and that the monopoly may be 
continued after that date. 
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ANTI-TRUST LEGISLATION 


Generally speaking, the policy pursued by state authorities 
during the war toward combinations in trade and industry has 
been, if not actually encouraging, at least of a laissez faire nature. 
This is true of the executive as well as of the legislative and judi- 
cial branches of the different state governments, and is particularly 
noticeable in Great Britain, France, and in this country, where the 
laws and public opinion hitherto have been more or less antago- 
nistic to monopolistic combinations. 

The United States Congress in April, 1918, enacted the so-called 
“Webb Law,’ which provides that associations or combinations 
engaged solely in export trade shall not be illegal under the Sher- 
man Anti-trust Law, provided that such associations are not in 
restraint of trade within the United States, or responsible for any 
act which enhances or depresses prices or substantially lessens 
competition within the United States. All such export associa- 
tions must register with the Federal Trade Commission, and that 
agency is directed to carry out the provisions of the law and to 
report violations to the Department of Justice. 

In the United States Supreme Court no important decisions 
have been made in the so-called anti-trust cases during the war. 
Hearings which have been pending before that court have been 
postponed from time to time on account of war conditions. Cases 
are pending against the United States Steel Corporation, Eastman 
Kodak Company, Associated Billposters and Distributors of the 
United States and Canada, American Can Company, Quaker 
Oats Company, Southern Pacific Company, and the Corn Prod- 
ucts Refining Company. In the case against the International 
Harvester Company, which had been pending in the Supreme 
Court for several years, an agreement was reached recently. The 
company agreed to accept the decree issued by the federal court at 
St. Paul in 1914, which provided for partial dissolution. A decision 
adverse to the government was upheld by the United States 
Supreme Court in the case against the United States Shoe 
Machinery Company on October 28, 1918. 

t Public Act, No. 126, 65th Congress, 
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In Great Britain action similar to that provided for in the 
Webb Law has been proposed by the Committee on Commercial 
and Industrial Policy after the War. In its final report that 
committee says:" 

We think that if serious efforts are to be made by British manufacturers 
and traders to organize themselves on the lines recommended by the various 
trade committees, it is desirable that some means should be devised for 
securing to a responsible government department adequate information as 
to any combinations so formed, and that provisions should be made for state 
investigation in special cases. 

We believe that this would be advantageous to the combinations them- 
selves, since the knowledge that a power of investigation did exist and could 
be brought into operation wherever adequate cause was shown, would be 
likely to have a moderating effect upon public opinion. We think that the 
experience of the war has shown that it is particularly desirable that informa- 
tion as to all international combinations affecting the production of goods 
in the United Kingdom, or the restriction of the markets in which they may 
be sold, should be in the possession of some government department. On 
the other hand, it is in our judgment of great importance that government 
intervention in our control of the operation of combinations should be care- 
fully restricted to cases in which those operations can be clearly shown to be 
inimical to national interests. We approve of combinations amongst manu- 
facturers. All such combinations should, where necessary, be legalized, so 
as to be enforceable between members. We think that combinations, to be 
useful to the trade of the country, should be upon lines aimed at co-ordinating 
production, promoting efficiency, economising waste, promoting home trade, 
facilitating export trade, and unifying selling arrangements. The ideal 
at which trade combinations should aim is the maximum of production at 
the minimum of cost. 

We accordingly recommend: 

(a) That it should be a legislative requirement that all international 
combinations or agreements (or combinations or agreements which are made 
directly or indirectly on behalf of foreign interests) to which British com- 
panies or firms ave parties, made for the regulation of the prices of goods or 
services, or for the delimitation of markets, should be registered at the Board 
of Trade by the British persons, firms, or companies concerned, with a state- 
ment of the names of all the parties thereto and of the general nature and 
objects of the combination or agreement; and that al! modifications of such 
agreements and all adhesions and withdrawals should also be notified. 

(b) That it should be optional for the parties to any combination or 
agreement between British firms having for its object joint marketing arrange- 
ments, either in the United Kingdom or abroad, or the regulation of prices 


t London, 1918, p. 39 ff. 
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or output or the delimitation of markets, to register such combination or 
agreement at the Board of Trade, with a statement of the names of the parties 
thereto, and as to its general nature and object; and that such steps as may 
be necessary should be taken to make any price or other marketing arrange- 
ments made by or resulting from combinations and agreements so registered 
enforceable at law as between parties thereto. 

(c) That, in order that the Board of Trade may be able to keep itself 
fully informed as to the nature, extent, and operations of industrial combina- 
tions in the United Kingdom or of international combinations of which British 
firms, companies, or associations form part, that department should have 
power to call upon individual consolidations or combines from time to time 
to furnish for its confidential use such information as it may require. 


The British Board of Trade has already taken definite steps 
to keep the government informed in respect of developments 
relating to trade monopolies and combinations. Under its reor- 
ganized form the Board of Trade comprises a Department of 
Commerce and Industry, oi which Section C covers “Industries 
and Manufacturers.” This section is to deal among other things 
with “questions of policy connected with trade monopolies and 
combinations.” Section D, covering “Industrial Property,” is 
to deal with “all branches of industrial property from the point 
of view of commercial and industrial policy, including the pro- 
tection of the commercial public from the abuse of monopoly.’ 

In New Zealand the operations of large foreign concerns inter- 
ested in the meat business have created public anxiety. 

A select committee appointed to investigate the present posi- 
tion and future prospect of the export meat trade of the dominions, 
particularly with regard to the operations of large foreign com- 
panies, has submitted the following recommendations: 

1. That legislation be at once passed giving the government power 
to make it illegal to grant concessions in consideration of exclusive dealing, 
and to control or prohibit special rebates. 

2. That the government promote legislation generally (a) to control 
monopolies; (>) to prevent unfair trading by freezing companies or shipping 
companies; and (c) to provide for issuing licenses to freezing works and the 
business of meat-exporters; (d) dealing with shipping as common carriers; 
(e) making charges of carriers just and reasonable; (f) preventing undue 


* The Board of Trade Journal, January 17, 1918, p. 66. 
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preference; (g) prohibiting pooling of freights and earnings; and (/) provid- 
ing that common carriers shall print and exhibit schedules. 

3. That the government should forthwith consider a scheme for (a) 
controlling the export of frozen meat after the war, and, (b) in conjunction 
with the imperial government, the distribution of meat in the United King- 
dom. (This is necessary to prevent the exploitation of the producer or con- 
sumer by meat trusts.) 

4. That effective measures should in the interests of the British consumer 
be taken by the imperial government to control the prices of released meat 
in the United Kingdom. 

5. That the government, either in conjunction with the home govern- 
ment or the New Zealand producer, consumer, and importer, or with all of 
these parties, should establish a controlling interest in the freights and ship- 
ping between New Zealand and the United Kingdom. 

6. That the government should, in the interests of the small producer, 
and in view of the probable serious shortage of storage space, take power to 
prevent large buyers monopolizing space in freezing works during the war. 

7. That special care be taken to see that foreign firms and their agents, 
and also companies registered in New Zealand with small capital, which carry 
on large business by means of outside financial support, shall not escape 
taxation on the grounds that small, .if any, profits are made on their trading 
in the Dominion. Provision should be made that such firms shall be taxed 
to an amount not less than is paid by New Zealand firms not so financed or 
controlled. 

THE FUTURE 


The world-convulsion that we are witnessing today has brought 
in its train new trading and manufacturing situations which present 
problems never faced before. Commercial ententes between nations 
for the control of raw materials, control of production and distri- 
bution of some of the most important commodities by powerful 
combinations of private interests, huge agglomerations of capital 
in the hands of a few banking groups, the formation of gigantic 
capitalistic trading corporations—these are some of the economic 
outgrowths of the war. By common consent international com- 
petition for the trade of the globe will become a far more serious 
matter in the early future than at any previous period in history. 
Where before the war we witnessed competition among compar- 
atively small groups, commercial giants are now preparing to 
measure their strength on the trade routes and in the markets of 
the world. 
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It will constitute a problem for our statesmen to solve in how 
far the public interest will have to be protected by national 
legislation against dumping, by tariff laws, etc., or by international 
agreements for the protection of industrial property, etc. Unbri- 
dled competition of a kind threatened by the developments out- 
lined in the foregoing pages is bound to develop into a source of 
friction and ill-feeling among the nations of the world in whom 
the long years of war have created a deep yearning for a lasting 
peace. 


WILLIAM Notz 


Wasu D.C. 
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PRELIMINARY SURVEY OF INDUSTRIAL 
RECONSTRUCTION 


Industrial reconstruction after the war might be left to take 
its own course without governmental interference, just as industrial 
preparation for war might have been left free but was not. The 
free operation of economic laws would result in wide price fluctua- 
tions, unemployment and prolonged business depression due to 
shattered values, suspension of credit and cessation of work. 
There would seem to be no need, therefore, of any argument to 
show that the government should assist wherever necessary by 
artificially stimulating and restraining natural economic forces. 

It is vitally necessary, however, in planning governmental 
supervision of the reconstruction process, to divide the problem into 
its elements and to analyze the economic forces which are involved. 
Industrial reconstruction cannot be effected merely by reversing 
the present machinery of control. The machine must be taken 
apart and reorganized to meet widely different conditions, the exact 
nature of which should be definitely comprehended in advance. 

The following are the elements of the problem: (1) Stimula- 
tion of a demand for the products of industry to take the place of 
government buying; (2) Restoration of a normal price level; 
(3) Conversion of industrial facilities from war to peace production; 
(4) Absorption of labor released from war industries and from the 
military establishment. 

As a basis for a discussion of the purpose and form of govern- 
mental regulation during the reconstruction period, I will undertake 
to describe briefly the nature of each of the four elements. 

1. Stimulation of a new demand.—The extent of this problem 
depends immediately upon the government’s policy respecting its 
outstanding war contracts. If government purchases were sharply 
curtailed, industry would suffer for want of a market unless an 
effective demand arose from other sources. 
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An inventory of government contracts and a summary of the 
permanent needs of the military establishment should be prepared 
immediately as a basis for determining what classes of contracts 
should be canceled. ‘The first class to be canceled would embrace 
contracts for the production of those raw materials of which there 
may already be an oversupply. The last would be contracts 
nearing completion. Purchases for the maintenance of the mili- 
tary establishment will of course continue as long as there are men 
under arms, but a much more economical buying program can be 
laid down the moment hostilities are ended for the reason that the 
government’s policy will be changed from one of discounting an 
uncertain future to discounting a known future. 

In any event, the government demand will fall off sooner or 
later and must be replaced. The problem can be approached by 
classifying the character of demand between (a) domestic and 
(6) export. 

There will almost certainly be a strong tendency to minimize 
the importance of the domestic demand and exaggerate the im- 
portance of the export demand, a mistake which should be avoided. 

The export demand will depend primarily upon the policy of 
the government respecting the extension of credits, particularly 
to France, Belgium, Serbia, and Russia for their own rehabilitation 
and reconstruction, and secondarily upon the price at which Ameri- 
can industry can afford to sell abroad in competition with foreign 
producers. Even under the most favorable conditions, however, 
the extent of the export demand may not reach expectations 
because of limited shipping facilities and the fact that most of the 
warring nations will find themselves in the same situation of needing 
foreign markets for their products. 

Stimulation of an effective domestic demand is the hope of the 
country and this depends upon maintaining the sequence of busi- 
ness prosperity at home; that is, activity in industry, full employ- 
ment, profits for the entrepreneur, and wages for labor that leave 
a margin over bare subsistence. The cessation of industries 
reduces demand. A sharp contraction of wages diminishes buying 
power and reduces demand; wide price fluctuations have the same 
effect. 
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After-the-war demand must not be estimated on the basis of 
what the country is able to produce, but on what it is able to con- 
sume. The distinction is of vital importance. In the face of 
almost unlimited demand during the past two or three years, 
industry has been speeded up through the use of specialized 
machinery to a degree which justifies calling this period a super- 
machine era in industry. Total production, even with three to 
four million men withdrawn from industry into the military estab- 
lishment, has far exceeded pre-war production, both in physical 
volume and adjusted money value. War has been the consumer. 
The same volume of production of commodities for the public 
cannot be maintained because increased consumption comes 
gradually with the education of the people to higher standards of 
living, and maintenance of this volume with only the domestic 
public as a market would be impossible, would lead to a reaction 
and a clogging of the market. 

Moreover, the returning soldiers must be absorbed back into 
industry. They must help to produce something that is wanted. 
It is difficult to retrace forward steps, such as the advancement of 
industry through increased use of machinery, but it is more im- 
portant to have industry stabilized on a smaller volume than to 
aim at a height that might be reached only to topple over. 

A careful estimate should at once be made in order to determine 
the probable amount of the future demand for the products of 
American industry from the following sources: (a) Reconstruction 
of Belgium, France, Serbia, and Russia; (b) Commercial export 
market in Europe, South America, and the Orient; (c) Railroad 
reconstruction at home; (d) Public works at home; (e) Domestic 
use of consumable products, present and potential. 

Perhaps the most important element in this problem is the main- 
tenance of public confidence. The business man must appreciate 
that a sharp reaction can be avoided only by controlling the indus- 
trial cycle. The banks must not restrict credits too sharply. The 
War Finance Corporation must stand ready to relieve them in an 
emergency. Stabilizing of credits during this transition period 
will be one of the most important functions of the government, 
to be accomplished directly by lending through the War Finance 
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Corporation and indirectly by encouraging a broad spirit of 
optimism. 

2. Restoration of a normal price level.—It should be assumed that 
prices, including wages, must come down ultimately, and there is 
no blinking the fact that a falling market entails loss to all who 
at the time are “long” on any of the materials or commodities 
whose values are thus affected. 

There will inevitably be a falling market in this country, for 
the reason that we have been and are about to produce more than 
we can consume at home or sell abroad. The main problem is how 
to place the loss where it can be absorbed most readily, without 
upsetting industry. Stabilization of this process is the most vital 
function of the government in the process of reconstruction. 

Restoration of a normal price level requires a close study of: 
(a) The natural economic forces which brought about the present 
situation and how they were controlled in the process; (b) The 
economic forces that would operate naturally to restore a normal 
price level, and how they must be controlled. 

With regard to (a), the main economic factor, other than the 
shortage of labor, has been the sharply increased and sustained 
demand for raw materials. Prices advanced automatically to 
stimulate the production of an additional supply, resulting in: 

1. Increased value (unearned) of all stocks held by original 
producers; by manufacturers of raw materials, of goods in process 
of manufacture, and of finished products; by wholesalers and 
retailers. 

2. Increased value of undeveloped supply, resulting in increased 
production by established producers; increased number of pro- 
ducers; increased profits; both quantitative increase in total 
profits and increase in rate of profit for unit of output. 

3. Increased price of finished products in general, result- 
ing in increased cost of living; increased wages; decreased non- 
government demand causing reduced stocks in hands of dealers 
and decreased distributing organization. 

With regard to (6), the main economic factor will be the 
decreased demand for both labor and materials. The price of 
raw materials will decline automatically to check production, 
resulting in: 
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1. Decreased value of all stocks held by original producers; by 
government; by manufacturers of raw materials, of goods in process 
of production, and of finished products; by wholesalers and retailers. 

2. Decreased value of undeveloped supply, resulting in 
decreased production by established producers; decreased num- 
ber of producers; decreased profits, both quantitative decrease 
in total profits and decreased rate of profit per unit of output. 

3. Decreased price of finished products, resulting in decreased 
cost of living; decreased wages; increased non-government 
demand causing increased stocks in hands of dealers and increased 
distributing organization. 

During industrial preparation for war the government inter- 
fered with the normal operation of economic forces for the purpose 
of avoiding a shortage of the materials needed and conserving 
them for war purposes. During industrial reconstruction after 
the war government control should be exerted to avoid a glut of 
the market by the “dumping” of stocks now on hand in the face 
of a diminished demand. 

During the war period materials were conserved and the market 
stabilized by a system of maximum prices combined with a strict 
rationing and the use of priorities in transportation. After the 
war the problem will be to stabilize falling prices and get the supply 
absorbed. Instead of rationing and maximum-price fixing, the 
process should be one of guaranteeing a minimum price over a 
limited period and holding the supply open to any purchaser at 
the fixed price. 

To protect against “dumping” the government must retain 
control of those stocks of raw materials and materials in process 
of manufacture which it owns outright or for which it is iiable 
under war contracts. This means that instead of directing a 
manufacturing contractor to sell out his stock at market prices in 
order to ascertain the amount of damages that would accrue on 
cancellation of the contract, the government will continue in force 
an agreement to accept the stock at its cost to the manufacturer. 
The process would then be the gradual liquidation of the excess 
materials which it owns or controls. 

The first step in this liquidation would be the fixing of a mini- 
mum price at less than the cost of the materials to marginal 
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producers, non-war industries, and dealers, including the govern- 
ment, letting the loss lie where it falls. The government must stand 
ready to take everything that is offered at the fixed price, but 
inasmuch as the effect of a reduced price will be to discourage 
excess production, this amount would not be overwhelming. After 
a certain period the minimum price should again be lowered, and 
so on until the supply is adjusted on a fair price. Downward 
changes in the minimum price must not be so abrupt as to wipe 
out entirely the margins on which business is done, nor should the 
fatal day be postponed too long. 

This plan divides the loss due to shrinkage in values between 
the government and private non-war industry. It is flexible and 
can be adjusted to any basis, either of price or period of time. 
Although the plan may seem costly to the government, any loss 
would be preferable to the disorganization of industry that would 
follow unrestrained liquidation by the government and war indus- 
tries alike in a falling market. 

Control of priorities should be continued to prevent underselling. 

Before definite plans can be worked out for the administration 
of government stocks, it will be necessary to have the following 
information concerning each basic material: 

1. How much has average monthly production increased over 
pre-war production ? 

2. What stocks are on hand today in hands of producers? 
in hands of government? What stocks are in hands of war con- 
tractors in raw materials? in goods in process of manufacture ? 
in completed products ? 

3. What is the salvage value of fabricated and partially fabri- 
cated materials in hands of war contractors whose products will 
not be required by the government ? 

4. How much has non-government demand increased or 
decreased during the war period ? 

5. What government contracts or guarantees are outstanding 
for raw materials not yet produced ? 

With this information it will be possible to determine what 
contracts for future production of raw materials should be canceled, 
what minimum price should be fixed in order not to wipe out the 
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entire margin of non-war manufacturers, and how the stocks on 
hand should be administered by the government. 

3. Conversion of industrial facilities.—Those industrial plants 
which are devoted to the manufacture of munitions or other 
supplies for which the government is the only purchaser must 
ultimately be converted for the production of commodities for 
which there is a market at home or abroad. This process of con- 
version will entail the scrapping of specialized equipment, the selec- 
tion of new lines of manufacturing, and the use of capital to instal 
new equipment and build up a distributing system and a market. 

Conversion of industrial facilities should be carried on in such a 
way as to avoid ruinous competition when the process is completed; 
that is, there should be government control of the direction of indus- 
try which may be exercised through (a) a strict rationing of invest- 
ment capital and (b) extension of government credit or underwriting 
of risks in new fields. 

Control cannot logically be exercised through rationing of 
raw materials, for there is reason to believe, as already pointed out, 
that there will be a surplus of raw materials, and one of the main 
objects of the government will be to get them into use. The 
strategic point lies in the control of capital through the Federal 
Reserve Board, the Capital Issues Committee, and the War 
Finance Corporation, whose powers should be broadened to enable 
them to handle the problem. 

Industry must be balanced. The government must be pre- 
pared not only to restrict but to advise definitely respecting markets 
abroad and at home. Overcrowding of a particular industry must 
be avoided. The government, acting through whatever agencies 
will exercise control and extend aid, should have the necessary 
information respecting the condition of the various industries as 
a basis for its regulation. 

4. Absorption of labor.—-The extent and importance of this 
problem depend upon (a) the policy of the government in canceling 
contracts and curtailing orders in war industries, (b) the rate of 
return of discharged soldiers, and (c) the readiness with which 
the three preceding problems discussed herein are solved. Waste- 
ful competition among labor is even worse in its political and social 
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aspects than wasteful competition among capital in industry; hence 
it may be necessary for the government to stabilize wages on a 
descending scale, following as closely as possible the fall in com- 
modity prices. 

It is assumed that no effort will be made by any agency of the 
government to stabilize present money wages, but that all will 
recognize that the maintenance of a given standard of living depends 
on the relation of wages to commodity prices, rather than on the 
rate of wages. If this principle is held steadily before those in 
charge of wage adjustments after the war, in the face of outside 
pressure, the solution of the problem will be simplified. 

Serious unemployment in the transition period of industry can 
be avoided by a careful program involving the following: 

a) Stimulation of local public works of a productive character, 
such as roads, bridges, sewers, school buildings, irrigation and rec- 
lamation projects, etc. 

b) Use of government funds in public works for buildings, 
development of transportation, natural resources, etc. 

c) Active government employment agencies to classify sectional 
demands for labor in advance of the discharge of soldiers, in order 
that demobilization may be synchronized with the creation of op- 
portunities. 

d) Control of minimum wages, exerted directly through the 
Labor Department, or indirectly as a condition to the use of capital 
or the extension of government aid to industry. 

In conclusion, it should be unnecessary to state that this mem- 
orandum has been written with conscious disregard of the many 
qualifying political factors and general policies with which any 
program of reconstruction must be in harmony. The merits of 
paternalism and the centralization of power are not debated here. 
No consideration is given to the possible conflict between the several 
recommendations and suggestions contained herein and the customs 
and institutions of the people. The memorandum is intended to 
serve as a preliminary outline only, and not as a working program. 


DuDLEY CATES 
Wasutincton, D.C. 


| | 


UNIVERSITY SCHOOLS OF BUSINESS AND 
A NEW BUSINESS ETHICS 


It was a matter of commo. note before the war, when we had 
time to think about educational affairs, that the youngest pro- 
fessional school appearing in all our larger universities was the school 
of commerce or business administration. Except for the occasional 
school of journalism this was the conspicuous development in 
university education. After three-quarters of a century of public 
education in this country business seemed at last about to have its 
professional school, following in the wake of the ministry, law, 
medicine, teaching, and engineering. Education in the United 
States furnishes in many respects an admirable field for historical 
study in this, if for no other reason, that the short space of three- 
quarters of a century has witnessed the passing of the self-trained 
or office-made professional man in all but the oldest of the pro- 
fessions. Even the self-trained minister of the old type is dis- 
appearing. It is not many years since there were persons living— 
perhaps there are still a few—who could remember when the 
country physician quite regularly acquired his professional knowl- 
edge in the office of the local practitioner and went out to cope with 
all the physiological ills that men are heir to with no more of 
intellectual equipment and professional experience than his older 
colleague was able to provide. There are plenty of hale and hearty 
men who can recall the time when schools of law were not very old, 
and schools of engineering were “‘new-fangled”’ innovations, while 
schools of education and professional teachers’ colleges still struggle 
for distinction with the older normal school. Even yet college and 
university teaching, which ought to represent the top round of the 
profession, can be entered only through the nose-grinding graduate 
school and the college of hard knocks, in which the young 
instructor’s students must perforce suffer with him. And now 
comes the university school of business! 

We are so constituted that any innovation must justify itself 
before it becomes a recognized part of our established institutions. 
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The question may well be raised, therefore, concerning this newest 
university experiment whether it has justified itself and so may 
hope for the attainment of that degree of recognition which has 
been grudgingly bestowed in the past upon its earlier rivals for 
professional distinction. The university school of business has 
had to contend with one obstacle to success not met with by other 
professional schools, with the exception of the school of engineering. 
The others have been founded to give better training for occupa- 
tions that were already recognized as professions and subtly 
distinguished from business. The university school of business 
has had to undertake professional training for a non-professional 
pursuit. 

It is not impossible, however, that business may become a 
profession. To whatever causes we attribute it, there is apparent 
in the world of business the germ of a new code of ethics, upon the 
development of which hangs a great part of the justification of the 
competitive system, already threatening to become an anachronism. 
The thing that is new is not the existence of a code; there has 
always been one, but since the breakdown of the mediaeval guilds 
the old code has had more of the nature of honor among thieves 
than of a professional ethics. One distinction between the pro- 
fessional man and the business man, as is sometimes pointed out, 
is to be found in the nature of the service rendered. The profes- 
sional man renders a personal service; that is, he does not produce 
or deal in material commodities, as the business man does. That 
the line between profession and business is not clearly distinguish- 
able at many points does not alter the fact that the world draws 
a distinction upon this basis, a distinction that, real or unreal, is 
recognized both by the professional groups and by the business 
man. A more vital distinction, however, appears in the existence 
of ethical codes in the various professions which have only a rudi- 
mentary counterpart in business. 

The professional codes of ethics set up norms of conduct in 
three directions. The physician, for example, must do certain 
things and must not do certain others because the public welfare so 
demands. When an epidemic threatens, physicians are usually 
called upon for a vast amount of extra work for which there is little 
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or no remuneration. The private practice of individuals among 
them may even suffer materially, with consequent financial loss, 
but the service asked for the public good is usually given freely and 
without complaint. The physician, in common with other pro- 
fessional men, has a code of ethics consisting of standards of 
conduct toward the public. On the other hand, he must not take 
another physician’s patient under any ordinary circumstances 
,without the other’s,consent, evgn if the patient very greatly desires 
it, because it is not, or may seem not to be, fair to his fellow- 
practitioner, and he must not undercut the established price. 
There are, as thus illustrated, norms of conduct respecting his 
relations with his fellows in the craft, matters of professional honor 
that are at least as old as the mediaeval craft guilds and are sup- 
ported by the medical associations much as the old guilds supported 
and enforced the codes of conduct in each trade in the mediaeval 
towns. There are obligations also to his patient. For example, 
he must not reveal any facts he may discover concerning the 
private life of his patient, and he must hold himself subject to call 
by patients at any time, no matter how great may be his personal 
inconvenience. There are standards of conduct here which pro- 
fessional honor will not let him violate. The essence of the first 
and third of these codes is service, while the notion of service to the 
public weal was one of the forces originally behind the second, 
though in the main it operates against the public interest. 

The threefold professional code has no parallel in business. 
Its germ can be found, but it is not even moderately well developed 
except at one point, where conduct toward competitors has been 
partially defined. The business man of a generation ago had 
practically no code of conduct toward the public, or at best only 
the rudiments of one. Even the code respecting competitors was 
in a low state of observance. ‘Toward the customer the doctrine 
of caveat emptor was unscrupulously applied. The buyer had no 
rights outside the law which the seller was bound to respect. It 
is probable that to the typical clergyman and physician, and perhaps 
the typical lawyer and engineer, the quality of the service he 
performs looms up almost if not quite as large as the size of the 
income received. The genuine pleasure of the surgeon at the 
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successiul outcome of a difficult operation seems many times to 
have no relation to the size of his fee. A difficult task well done 
carries its own reward, and the result, in the professions, is a genuine 
service to the patient or client and usually to the public. Popular 
suspicion, to be sure, points the finger of doubt at the lawyer, 
sometimes at the physician, and even on occasion at the clergyman, 
but the code is there, and the failure of individuals in these pro- 
fessions to adhere to it when they place financial return above the 
rendering of service appears the more conspicuous and is the more 
condemned because of the code. The professional man is taught 
from the very beginning of his professional training that his business, 
as well as his duty, is the service of the public. The business man 
is taught in the school of hard experience that his business is to sell 
goods. Even the manufacturer finds the selling end of his business 
regulating, if not dominating, his entire business policy. It is 
usually necessary to serve the public, in some measure at least, in 
order to sell goods, but the important thing is the selling. Of 
course the ultimate object is a profit from the sale, not the selling, 
but the end is held to justity the means, and selling becomes con- 
fused with service.’ Business, in its ordinary meaning, is far from 
being a profession, not merely because it usually deals with material 
goods rather than with the performance of personal services, but 
even more because it lacks the ethical codes of service that distin- 
guish the professions. 

We must not be misled at this point by the existence of the 
service departments that have been established in recent years 
under various titles, principally among those who sell to retailers. 
These may seem to indicate that service is an ultimate factor, but 
no one seriously pretends that these are for the purpose of serving 
retailers better for any important reason except that of protecting 
the business of those who maintain the service. It is necessary 
that retailers should not be oversold too often or too much, nor 

‘Service to the customer is, of course, not always equivalent to serving the 
public. It is recognized that some businesses may serve the individual against the 
public interest. But it is hardly likely that the business man whose code is the time- 
worn apology, “business is business,” will take much thought concerning the public 
interest until he first learns to honor the elemental professional proprieties concerning 
conduct toward a patient, client, or customer. 
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allowed to fail if failure is easily prevented, because the business 
of the wholesaler or manufacturer may suffer in consequence; 
that is, service is secondary to selling. This wili . found upon 
examination to be the relation between service and se,’ ag through- 
out the business world. 

The business man is not wholly to blame for his weakness in 
ethical standards. The professional man, because he does supply 
a personal service, sees with greater ease the result of his service 
upon his patient or client and his relation through the service to 
the common weal. The business man sells to customers often 
unknown, frequently unseen, with whose personal welfare he is out 
of contact. Or he falls back upon the primitive instincts of the 
huntsman and warrior. Selling is a game, or a battle, in which you 
best your opponent, the customer, to as great an extent as you can. 
Even if the business man is in personal contact with the customer 
the game is likely to be paramount. If the game is not the dominat- 
ing factor, the profit is, so let the buyer beware; service becomes a 
distinctly minor factor. The business man has relations paralleling 
those of the professional man. He has relations with his cusiomers 
as individuals, with the public at large, and with his competitors. 
The difference is that the code of the professions is in the main the 
code of service, while the code of business is that of the battle and 
the game, a game with few rules to regulate the conduct of the 
players and no umpire. A few incividuals transcend it, but the 
majority do not. 

Business ethics is the result then of a system of private profit, 
appealing as it does to the propensities of the self-preservative and 
developmental group of instincts, strongest of all instincts in every 
form of conscious life from the lowest up to man, and of the instincts 
of the game, which rank but little higher in the scale of development 
and only a little lower than these in the intensity of their motivating 
power. But this is not the whole of the story. There is that in 
us which leads us, when circumstances are not too unpropitious, to 
seek to do well any task we have in hand. The motivating factor 
here is the instinct of workmanship. This is the instinct of which 
Thorstein Veblen writes that “it occupies the interest with practical 
expedients, ways and means, devices and contrivances of efficiency 
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and economy, proficiency, creative work, and technological mastery 
of facts,” and that its functional content is largely “a proclivity for 
taking pains.” 

The professional man gives play to the instinct of workmanship 
by skilful work in the service of his patient or client. But the 
business man finds satisfaction for the same instinctive propensity 
in the selling of goods. Good selling means getting rid of the 
commodity at a profit, regardless of its suitability to the needs of 
the customer. To gain and retain the customer’s good-will it is 
necessary, of course, not to slight his interests too much, but such 
care as may be given him has ordinarily the sole object of more 
selling later on. The principal thing necessary to make a profession 
of business is the substitution of service for selling as the proper end 
of business. To accomplish it the misdirection of the business 
man’s instinct of workmanship just described must be corrected. 
By the existing business code good work is good selling, and until the 
achievement of some other end than mere selling comes to be 
recognized as supreme in work well done, business ethics will remain 
the ethics of the battle, the chase, and the game. 

It goes without saying that the world will gain if business can 
be made to adopt the first and third of the professional codes, and 
it is in this connection that the university school of business may 
perform a very valuable service. Three things are necessary for 
the change. ‘The business man lacks the functional point of view, 
lacks ethical training in general, and needs to be pointed toward 
some other criterion of good work than merely that of good selling. 
The second of these lies outside the field of the university school of 
business, but schools of this kind may perform useful service in 
connection with the first and third. 

It is easy to overlook the importance of the functional point of 
view. Even the better-than-average business man seldom has 
much vision into the operations of business as related to the social 
scheme of things. His business is his for the purpose of making 
money. That business really exists solely to serve the public in 
the satisfaction of its individual wants and has no claim upon 
existence if it fails to meet this test of utility is a notion he seldom 
comprehends and has even been known not infrequently to deny. 
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That business exists in the end only by the tolerance of the com- 
munity, because the community believes its interests are thus better 
served, and may be suppressed if the public interest is not served, 
seems to him the rant of demagogues or the chattering of theorists. 
Yet this is precisely the situation, as thoughtful persons readily 
recognize. The war has given emphasis to the proposition by the 
partial or complete suppression of “nonessential’’ businesses, but 
the action of the government in this connection is not really new. 
It is simply an amplification of the policy of industrial regulation 
for the public interest pursued for a generation. If business men 
can be made to see that business really exists for service and is 
tolerated on this ground, something may be accomplished toward 
the upbuilding of an ethical code respecting the conduct of business 
for the service of the customer and, through him, of the public. 
If university schools of business do no more than successfully 
emphasize this aspect of business, if they send out each year an 
increasing body of young men trained no further than to know the 
functional significance of business in general, even if not of any 
special business in particular, they may perform a service sufficiently 
distinctive to justify their departure from the older lines of training 
which the budding business man who went to college has undergone 
in the pas. It ought to be a peculiar service of the university 
school of business to attempt throughout its entire organization to 
build into the very fiber of the business-men-to-be who are its 
students this viewpoint in business and the notion of service as the 
criterion of good work. Only as business men come to recognize 
the real reason for the existence of business in the better satisfaction 
of the wants of human kind, and to find in the easier gratification 
of these wants a response to the motivating impulses of the instinct 
of workmanship at least equal to that of the skilful selling of goods, 
will it be possible to make a profession of business and to give it the 
general aspect of public service that is attached to the professions. 
If our university schools of business undertake this task they may 
easily justify themselves as serviceable and necessary parts of our 
general scheme of public education. If they do not, they are only 
with difficulty to be justified except as servants of the business 
group to be supported at the expense of business for its own benefit. 
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It is especially important that this aspect of business education 
should be emphasized at the present moment. We are face to face 
with a future after the war that involves, not merely the problems of 
political reconstruction in Europe, of the freedom of the seas, of 
the rights of small nations, and of self-determination for subject 
peoples, but a future that promises to bring before us even more 
difficult problems of an economic reconstruction that has been long 
postponed. Entire industries have been taken over bodily by the 
government to aid production for the war. Single plants in others 
have been taken for the same reason. Or, more correctly, industries 
and plants have been lent at the government’s demand for the 
duration of the war and perhaps for an unknown period. Some of 
these will go back into the hands of those who made the loan. It 
is an open secret that some of them may not. When industries 
pass under the control of the government one of the principles upon 
which private business is founded ceases to play a réle of any 
importance and becomes subordinate to the principle of service. 
Government industries are not expected to run at a profit. Prefer- 
ably they ought not so to run. Except in cases in which the 
service is so important for the public at large that it transcends the 
question of cost and warrants the meeting of cost in part by taxation, 
they should pay all exper:.es of whatever sort, and no more. 

A government industry in a democratic country is a people’s 
industry. It exists to serve the people. If it clears a profit the 
people simply pay it to themselves. That a government industry 
which supplies commodities for purely individual satisfaction should 
charge a price that covers all its costs is a well-recognized principle 
of public finance. That it should not charge more is almost as well 
established. Unnecessary sums in the Treasury present too many 
temptations, and it is not considered just that those of the public 
who do not use the products of a particular public industry should 
gain by a public profit at the expense of those who do. We need 
now, and we shall need later, business men who understand 
the principle of service, who have sufficient realization of the true 
function of business to subordinate in our government industries 
the principle of profit to that of service. It is because business men 
in public offices in the past have not been able to subordinate public 
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money-making to public service in municipal public utilities that 
a “business administration” in the management of city affairs has 
sometimes been justly feared by careful students of government. 
We shall need in the future, as we have in the past, young men with 
just such training as the university school of business might give, 
but we shall need more of them. 

Again, we can see even now that the future holds in store labor 
problems, no different in kind perhaps from those we have had to 
face before, but greater in degree. The government has recognized 
the unions. Its labor policy is not only encouraging but even 
forcing the development of trade-unionism. Few business men— 
it is not far from the truth to say no business men—really under- 
stand the unions. Yet without some knowledge of the labor point 
of view and some appreciation of its significance it is impossible to 
deal satisfactorily with them; satisfactorily, that is, to either the 
employer, the unions, or the public. Shall we try to go back to the 
old régime of union-baiting employers bent upon nothing less than 
the extermination of the unions, or attempt to give our business 
men in the future some appreciation of the real nature of labor 
problems and the relation of such problems to the proper functions 
of the business man and to the common weal? This is a further 
task which the university school of business may undertake, a task 
that is likely otherwise to be only very inadequately performed. 

There is in what has just been said something of innuendo 
directed at the old-line college of arts. Why is it that, with the 
thousands of young men annually sent forth by these institutions 
to go into business, so little headway has been made against the 
purely sordid point of view in business? The most important 
reason, no doubt, is the compelling force of the instincts of the game, 
before which the broader training of the college falls in the struggle 
for survival. But is it not in part because, as the number of college 
graduates who enter business annually increases, comparatively 
little effort has been given to the adaptation of the college cur- 
riculum, originally planned for men who were to enter the pro- 
fessions, to fit it to the needs of the future business man? Perhaps 
it is not the proper function of a college of arts so to adapt itself, 
but if not, then certainly it is worth while to provide elsewhere for 
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the business man to meet his special needs and the needs of the 
community for business men with visions of business broader than 
a ledger page and a bank account. To impart breadth of vision 
to young manhood is, to be sure, a major goal of the college of arts. 
The difficulty in the case of graduates who enter business lurks in 
the failure of the college curriculum to meet the need for application 
of the breadth-giving factors to anything related to business. The 
application is left with the student, and if he makes it the impression 
is so slight that the exigencies of business soon erase it. 

This is not the whole of the difficulty of course. An ethical code 
needs something more than mere knowledge of the right and proper 
to give it viability. In college courses in economics, and perhaps 
in sociology, the boy who expects to enter business may learn 
something of the functional relations of business to the life of the 
community if his instructors have themselves the gift of looking 
through the structural apparatus of society to the functions that 
give the structures significance. A college department of economics 
may begin the cultivation of a sense of the'true nature of business, 
but something more is needed in the way of constant daily emphasis 
upon this point of view, much also of careful, intensive cultivation 
in the fundamental principles of human living together and of the 
service side of business. Only thus can we hope to give to the 
future a business code whose ethics will transcend the ethics of 
primitive warfare. The world will gain if business can be made a 
profession, but to accomplish this end requires more special atten- 
tion than can be given to it in the old-line college of arts, unless 
indeed the student is permitted to do more work in economic 
subjects than is ordinarily permissible. 

The reader will doubtless have recognized that the preceding 
paragraphs have dealt mainly with those lines of business outside 
the realm of what is commonly called finance. In commercial 
banking the principle of service is fairly well recognized. This is 
because the commercial banker is on the border line between busi- 
ness and the professions. He sells in the main a service rather than 
a commodity. Banking ethics in the realm of commercial banking 
is at most but little more contaminated by the business code than 
is the code of the legal profession. But the banker is really a seller 
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of commodities rather than the performer of a direct personal 
service, and his ethical code partakes rather largely of the code of 
the seller. Most bankers properly regard themselves as business 
men and banking as a business rather than a profession. 

Investment banking, as carried on by the great private banking 
houses, is even more a business than commercial banking. To be 
sure, the investment banker deals in the same general kind of 
commodity as does the commercial banker, and quite commonly 
both kinds of banking are carried on by the same establishment. 
The principal difference for the purpose in hand is found in the fact 
that, whereas the commercial banker exchanges his own credit for 
that of the individual customer, the investment banker more 
commonly sells the credit of one customer—a business corporation 
or a government—to another customer, the purchaser of stocks or 
bonds. This is, of course, exactly what the banker does when he 
floats, or helps to float, an issue of stocks, bonds, or notes by finding 
a market for the issue among his customers. When he acts as 
adviser to his customers, as he commonly does, the service of advice 
has the nature of a profession. But in the end this service resembles 
that performed by the mercantile service departments already 
referred to. The service is secondary to the selling, and good 
workmanship is exhibited rather more in selling the customer what 
the banker has to sell than in serving the ultimate interests of the 
customer. The broker likewise isa businessman. Heis essentially 
a buyer and seller of merchandise, even though the goods he sells 
are stocks and bonds and other types of paper. We rightly speak 
in our daily conversation of brokerage as a business, for its ethics 
is that of business, tinctured only a little, and often not at all, 
with the professional standard of conduct toward the customer and 
a rudimentary code of propriety respecting competitors. 

Lest the reader feel that the functions of yet another group of 
business men have been neglected in the foregoing paragraphs, it 
may be pointed out that those who are salaried managers in other 
lines of work than selling—factory managers and highly paid 
mechanical superintendents, for instance—who are regularly looked 
upon as business men, are in reality only contributing agents to the 
selling end of business. The aim of a business establishment is to 
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make a profit by selling. To accomplish it administrative and 
technical efficiency are necessary. The aim of good workmanship 
among managerial and technical experts in business is the main- 
tenance of efficiency in these directions. In this is to be found their 
service. Hence to the extent that a low code of ethics prevails 
in the selling of the product it is likely to affect also the functioning 
of those who contribute to the selling. Selling is the end they work 
for. It is merely performed, not by themselves directly, but by 
others connected with the same organization. 

On the financial side of business the university school of business 
has a service to perform exactly like that which awaits it in business 
in general. It is not improbable that among bankers there is a 
larger proportion who understand the functional relation of their 
business to the welfare of the community than among other business 
men; but even so this point of view needs the utmost emphasis 
for bankers because they are business men, and within the sphere 
of influence of the business code are prone to lose sight of the 
principle of service. To an even greater extent is this true of 
brokerage. There are fewer visible labor problems confronting 
financial business, but some of the deeper-seated difficulties are 
present. There are always the problem of efficiency, as related to 
health and good feeling, and the need of opportunity for the instinct 
of workmanship. It is an interesting development in the curricula 
of university schools of business that they have a tendency to 
emphasize most the financial side of business, for which their 
services are on the whole least needed if the welfare of the public 
is the thing at stake. 

It is necessary to point out, in fact, that, if the functions attrib- 
uted to them in the foregoing paragraphs are the ones whose 
performance is most needed, these schools have in many cases been 
doing their proper work only partially, or not at all, if their 
published curricula are any criterion of the actual content of their 
courses. It is true that university catalogues are likely to describe 
the content rather than the spirit, the succession of topics rather 
than the point of view, which make up their courses, but there are 
more reliable indications of the actual situation. The spirit and 
the point of view, which are the soul, if not the sum and substance, 
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of public service in these schools, will display themselves in the 
books and other literature given to print by those who serve as 
instructors. These are discouraging. It is evident that those who 
write, who carry in consequence more than their numerical share 
of the weight of influence, are more interested in giving the business 
man what he wants, or needs, to be a competent business man than 
in training young men just nearing the end of the plastic and 
formative stage of development to be leaders in public service, even 
though in business. If it be retorted that this is what the school is 
for, the only reply is that it has then missed its main excuse for 
existence. It is worth while, no doubt, to increase efficiency in 
business. But efficiency is a relative term. Efficiency for what ? 
For successful selling or successful service? If the rejoinder be 
made that successful selling is successful service, it is countered 
with a denial qualified only to this extent, that a reduction in the 
cost of making or of selling goods due to better organization and 
administration will redound to the benefit of the public if the 
industry is competitive, since it will ultimately lower the selling 
price; which means only that the economic forces comprehended in 
the term “competition” will prevent the business man from beating 
his customers—and the public—in the game by so large a score as 
he might otherwise attain. This is, no doubt, an accomplishment 
worth while. If the industry really is competitive we gain after 
a time. If it is not competitive we can, by legislation properly 
enforced, prevent any serious loss. But it is better to tame the 
leopard before we set him loose than to beat the forest for him 
afterward. 

Efficiency is a much-abused term. Efficiency in business is 
not equivalent to effective satisfaction of the wants of the com- 
munity. Efficiency always implies a standard. Hence business 
efficiency is efficiency according to business standards. Efficient 
selling is the business goal, not efficient service. Efficient organiza- 
tion and administration mean reduction of cost and price, but the 
main thing they mean to the business man is easier selling of his 
product as against that of his competitors, actual or potential, and 
so an easier profit. If our university schools of business do no 
more than train young business men to acquire increased efficiency 
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in this sense, they have performed only a partial service at best, 
for it is possible that this same efficiency may be turned against the 
public in the concentration of management that makes the usually 
predatory trust. Efficiency that is irresponsible and conscienceless 
has already wrought sufficient evil in the world to make at least 
an open question of the wisdom of increasing this sort of efficiency 
in business. 

There is no intention here to attack the work of these schools 
along the line just indicated, except as concerns the matter of 
standards. Their sins are mainly of omission. It is the end 
toward which the efficiency they induce is directed that is under 
question. Nor is the criticism mainly against the content of their 
curricula. It is the spirit and the point of view that will 1ainly 
make or mar their work from the standpoint of public service. If 
built upon a sufficient amount of functional economics, such as 
might be given in the usual college course, the curriculum content 
needs little change. Efficient organization and administration are 
more desirable than ever when turned to public service. Even a 
system of socialism with no private business would have need of 
facilities for giving special training in industrial organization and 
administration. It might need them more than we do now. The 
things that are lacking are chiefly matters of emphasis, spirit, and 
point of view. 

There are, of course, conditions of success or failure for the 
university school of business as for other institutions. Many an 
inventor has failed because he could find no market until his 
capital was gone, and it is entirely possible that a like fate might 
befall our schools of business administration if they begin to supply 
a commodity that does not fit the needs of business as the business 
man of today sees them. If the young man who enters the business 
office from our schools has teo many “fool notions’ he ceases to 
be in demand. Here is the making of a real problem. Those who 
are trained in our university schools of business seldom enter 
business as managers and usually have no opportunity to dictate 
business policies. They begin their careers as clerks and under- 
studies and have forced upon them the viewpoints of their superiors. 
This has been an important source of difficulty in the past. Our 
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colleges are forcing-beds of idealism, and many a boy has gone out 
filled with a genuine desire to apply ideals of service in business only 
to find himself promptly squelched by sordid-minded superiors. 
Even those young men who find themselves in positions of authority 
have to answer to stockholders and other interested persons whose 
sympathies are with profit-making only. And even if unrestricted 
in either of these ways the young man may have to meet all the 
craft and guile of unscrupulous and more experienced compet:tors 
and go down in the struggle before he has an opportunity to make 
known sufficiently the service standards he endeavors to maintain. 

Here is, in fact, the greatest problem the university school of 
business has to meet. If its graduates cannot succeed it will fail 
to draw students except those of very inferior caliber. If the 
men it sends forth acquire a reputation for “fool notions” business 
will refuse to make use of them. It has a commodity to market 
and is subject for its success to the operation of factors of supply and 
demand. It may suffer also for lack of financial support. How 
can a school which cannot draw students, cannot place them after- 
ward if they come, and cannot secure financial support become an 
important factor in upbuilding the ethics of business? The situa- 
tion is not quite so hopeless as it seems. The physician sugar-coats 
the pill the patient might otherwise not take. To change the mores 
of the business man, the habitually accepted practices and points of 
view that seem to him right and proper, that constitute his accepted 
code of ethics—this is a staggering task indeed and probably not 
to be accomplished except by the process of infiltration. It is not 
with the men now in business that the hope for changing business 
ethics lies, but with the young men who are soon to take the places 
they leave vacant. It may be necessary to sugar-coat the curricu- 
lum to insure that the patient will take it. If our schools grow 
and the body of men trained in the profession of business increases, 
we may in time accomplish the end desired. Such a process is 
always slow and usually discouraging to those who undertake it, 
but the end is worth any effort, however great. 

Fortunately there are factors at work to aid the process. In 
increasing numbers our young men and women are entering institu- 
tions of higher education and going out with ideals of service and 
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an insight into the functions of our everyday institutions which in 
ordinary times come clearly in no other way. We are, or were 
before the war, building the foundation for a better community 
morale. This has been reflected in our various movements for 
reform legislation in the attempt to establish compulsory planes of 
conduct without which the selective competitive process goes 
against the welfare of the public. We shall have this movement 
to work with if the war does not destroy it. More clearly than 
ever before we have been able, since we entered the war, to see the 
public interest in business. The consumer’s point of view is receiv- 
ing attention it has never had hitherto. War performs at least 
this much of service, that it throws a searchlight upon the non- 
essential nature of some of our institutions and the essential value 
of service for the public weal in all occupations. We may have 
this also to build upon when the war is finally ended. Further, 
the government’s policy of borrowing industries for the duration of 
the war and of calling upon business men in many lines of work for 
special service for the government is forcing upon an increasing 
number of business men, young and old, the notion that service 
is the proper aim of industry. How deep the impression goes it 
is impossible to say. New notions are likely to be, like beauty, 
only skin-deep. But it is a factor that operates in the right 
direction, whatever its worth. 

It is difficult just now to make lasting changes in the curricula 
of any of our colleges and universities because the war has called 
to other, sterner duties those who are and would have been our 
students. But that is the greater reason why we should now make 
new plans for the hoped-for better world that is to follow in the 
wake of war. More of planning can be done now just because our 
students are fewer. More must be done now in our university 
schools of business if it is ever to be done, for after the war we 
shall find these schools fitting themselves into the business life of 
the time. If the change is ever to be made it must be made before 
they themselves become a part of the mores of business as it is and 
was, and change in them becomes all but impossible. 

In defense of the business man it may be said in conclusion 
that of course no single individual and no single generation are 
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responsible for the business code, that it is a by-product of the 
process of industrial evolution that broke down the old guilds with 
their professional codes without the substitution of any other code, 
that the business man is only following, in the absence of any higher 
code of ethics, instinctive proclivities that are common to all of us, 
and that he has not had so great an opportunity in the past to build 
up such a code under modern conditions as those who follow the 
professions. In later mediaeval times all occupations had pro- 
fessional codes. The professions have retained these older codes, 
the codes of personal service, while the greater changes that over- 
took the occupations which developed into businesses have all but 
done away with them among the followers of business. Ethical 
codes are always premised upon a fairly definite environment, and 
too great changes break them down. It would be an interesting 
study to develop the réle of individualistic philosophy and Jaissez 
faire economics in retarding the redevelopment of a service ethics in 
business. It will be sufficient here to point out that the same forces 
which destroyed the service ethics of business have broken down 
the code of the professions also in a manner different only in degree. 
If the professions are less marked by conduct clearly antisocial, it 
is because the professional man is less subject to temptation than 
the business man. But the need for university schools of business 
is given greater emphasis in the apparent drawing together of the 
two codes upon the basis of the business code. Business ethics 
has contaminated the ethics of the professions, and the making 
over of business into a profession would become a double service 
in the correction of professional as well as business ethics. 


HARVEY ALDEN WOOSTER 
UNIVERSITY OF MIssouRI 
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WASHINGTON NOTES 
“DEMOBILIZING” INDUSTRY 


Rapid changes in the system of government control of industry have 
occurred during the month of December, the process of return to a normal 
condition of business being now far advanced on the road to completion. 
Price-fixing in the steel industry has been ordered terminated on the 
first of January. A large quantity of shipping has been released by the 
government for commercial use. Restrictions upon the consumption 
of food have been in part relaxed, the limitations upon the shipment of 
fuel and materials have been greatly reduced, the early disestablishment 
of the food and fuel administrations has been announced, modifications 
in the system of controlling imports and exports have been determined 
upon, and the export license plan modified accordingly. All this has 
brought about a great release of business energy and a greater progress 
toward the re-establishment of a democratic form of government and of 

. business. 

In consequence of these changes, business now finds it necessary 
to recognize the problem of price changes which was non-existent so 
long as government price-fixing prevented fluctuations. There has 
been a tendency of prices downward from the high level reached at about 
the end of October, and the cancellation of a great many contracts for 

’ war materials, since the conclusion of the armistice, has tended to 
accentuate this downward movement. It will be furthered by the 
unavoidable action of the government in disposing of the surplus or 
excess stocks of goods which the various departments now have on hand 
and which they will have to dispose of in such a way as to restore the 
goods to civilian use at as early a moment as practicable. 

On the other hand the question of eliminating the remainder of our 
restrictive regulations and of getting back to a condition of competitive 
business will necessarily depend in considerable degree upon the extent 
to which we are able to reach a common understanding with foreign 
countries. This common understanding will necessarily involve a 
regulation of the distribution of gold supplies and the devising of some 
means for establishing stable rates of exchange between the United States 
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and other countries through the working out of some joint plan of action 
as to currency and bank credits. Precisely what this can be will not be 
known until after the announcement of the results of the peace con- 
ference, and the economic adjustments which are to occur as a result of 
that conference. When these are announced it will be clear how far we 
may expect to resume relations with foreign countries based on freedom 
of trade and the free transmission and movement of gold. This merely 
amounts to saying that a considerable proportion of our government 
regulation of business cannot be entirely disposed of until the advice and 
co-operation of other countries has been obtained, to the end that there 
may be joint action.in bringing about the restoration of the older con- 
ditions. 

Moreover, the after-war problems of what is called ‘‘ reconstruction” 
cannot, it is now seen, be even tentatively disposed of until much more 
progres: has been made toward the re-establishment of normal conditions 
in industry. This is contrary to what has been supposed, for it has been 
evident for some time past that there was a large element among public 
officers who expected to see the reconstruction process carried out under 
bureaucratic supervision. Public opinion, however, has been too strong 
for the adoption of this method of transition, and, in lieu thereof, has 
come the recognition that what is done must be accomplished largely 
by individual initiative under, at most, the general regulation of the 
authorities of the government. 


CONTRACTING CREDIT 


It is thus already apparent that one of the principal problems of the 
reconstruction period which is now opening will be that of determining 
whether the banking policy of the country shall be that of contraction 
of credits or of further expansion of prices and advances as well as of 
wages. One of the phenomena which has caused most anxiety during 
the latter part of the war has been that of the use of paper secured by 
government bonds and certificates of indebtedness for the purpose of 
obtaining accommodation from banks for use in connection with com- 
mercial business of various kinds. At first the low rate of discount 
fixed by the banks for paper protected by government obligations was 
probably availed of only for the purpose of carrying these obligations 
until they could be settled—the end for which the rate was originally 
established. In the later liberty loans there developed a tendency to 
subscribe for bonds and then to obtain banking aid in carrying such 
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loans, while many of those who thus subscribed nevertheless held out 
their own current funds for use in business. During the fourth liberty 
loan and since its conclusion there has been an increasing tendency to 
obtain direct loans from reserve banks collateraled by government 
obligations; and in some cases government bonds have been actually 
borrowed from their owners in order that they might be employed by 
those who borrowed them as collateral at Federal Reserve banks, thus 
enabling the makers of such notes to get the low rate of discount offered 
for government bond-secured paper. 

This situation and others closely connected with it seem likely to 
present the first serious practical problem which must be dealt with in 
the effort to get back to a normal basis of credit and banking. How to 
eliminate the so-called “‘ war paper” from the portfolios of the banks will 
be a question calling both for careful handling and for courage, inasmuch 
as the elimination of such paper will perhaps do more than anything else 
to restore the price level to something approximating its former position. 
The opposition of business men to any reduction of prices is always 
evident after the close of a war and is being clearly exhibited at the 
present time, although in ways that differ from those that have been 
most commonly recognized in former wars. The combinations of manu- 
facturers for the purpose of sustaining prices temporarily at the level 
fixed under government price-fixing are now frequent, and the opposition 
to what is called “contraction” as tending to lower both wages and 
prices is also very general. 

The first step has, however, already been taken by the Federal 
Reserve Board which, in a letter to Federal Reserve banks (Federal 
Reserve Bulletin, December, 1918, page 1169), urged upon them that they 
attempt to curtail the unreasonable applications for loans being made by 
some members in different parts of the country who had not hesitated 
to obtain large volumes of rediscounts simply for the purpose of meeting 
the demands of current profit-making business. It was the view of the 
Board that unrestrained rediscounts of this kind, coming at a time when 
credit was already unavoidably scanty, could not be otherwise than 
injurious, as well as unfair, to those who had exercised a greater degree of 
restraint and who were therefore not applicants for this kind or volume 
of accommodation. Time has not yet been sufficient to ascertain what 
the effect of the warning will be, but the general policy which is thus 
presented is clearly the effective means of bringing about an improvement 
in existing credit conditions. 
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THE FISCAL SITUATION 


Developments in public finance during the month of December have 
given a new turn to the problems already recognized at the time of the 
conclusion of the armistice with Germany. An announcement made by 
the Secretary of the Treasury on December 14 had already limited the 
fiscal requirements for the current year to $18,000,000,000 and had 
rendered possible a modification of the war revenue bill to correspond 
thereto. Accordingly on December 6 the war revenue bill was reported 
by the Senate Finance Committee in a form which supposedly provides 
for an income of $6,000,000,000 instead of the $8,000,000,000 or $9,000,- 
000,000 originally intended. This is substantially a cut in the pro- 
portion originally planned by the Secretary of the Treasury when he 
formulated the program of $2.00 in loans for every $1.00 raised in 
taxation. The proposal at the opening of the year having been $24,000,- 
000,000, of which $8,000,000,000 were to come from taxation, a reduction 
to $18,000,000,000 would mean a reduction of $2,000,000,000 in taxation. 

' This reduction, however, has been effected in such a way as to be 
comparatively obscure to the average man. The income tax remains 
practically as formulated by the House of Representatives with a normal 
rate of 12 per cent, reduced on incomes below $4,000 to 6 per cent and 
with supertaxes running from 1 per cent up to 65 percent. The excess- 
profits tax is now modified and simplified but may conceivably go to 
80 per cent in the case of certain classes of concerns. There is therefore 
no perceptible lightening in either income or excess-profits taxes. The 
excise or consumption taxes have, however, been materially reduced in 
number and to some extent in severity, while it is recognized that, due 
to the prohibitions upon the manufacture of spirits and beer, the income 
derived from these sources will decline from now on. 

Practically simultaneously with the reporting of the war revenue bill 
the Secretary of the Treasury has called upon Congress, in a letter bear- 
ing the date of December 11, to extend the power of making loans and 
advances to allied countries, in order that this policy may be continued 
in time of peace on the same basis as in time of war. Almost at the 
same time, too, it has been made known that the next or fifth liberty 
loan will be offered in the early spring of 1919 and will consist of short- 
term. obligations, probably bearing a higher rate of interest than those 
of the fourth liberty loan. What this rate will be is not stated, but the 
unofficial intimations place it at 43 to 5 per cent, probably without 
exemption from taxation, that figure being thought necessary to make 
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the loan acceptable to investors. It is believed that the amount of the 
loan will be in the neighborhood of $6,000,000,000, and this in itself 
implies the necessary continuance of war financing for a good many 
months to come, pending not only the placing of the bonds of the fifth 
liberty loan but their eventual absorption by the investors of the 
country. 

In the meantime the question whether new and heavier demands 
would be brought to bear upon the banks as the result of the so-called 
reconstruction process, and whether the banks in attempting to meet 
them may not be driven to the adoption of measures which would 
practically result in further inflation, is probably the most pressing 
question of a banking kind that is now open. This makes acute the 
problem of financing the next loan by a process of saving rather than by 
a process of expansion of bank credit. The choice between the two 
methods will evidently depend in considerable degree upon the rates 
of interest and discount that may be established during the next few 
months. 


FINANCE REPORT FOR 1918 


The publication of the report of the Secretary of the Treasury for 
the past year (Finance Report, 1918) presents the history of a financial 
period possessed of remarkable interest and embodying the results of 
probably the largest fiscal and banking operations in history. This 
report covers the period of the third and fourth liberty loans and covers 
the great growth in Federal Reserve operations contemporaneous or 
coincident with them. The document also covers very extensive 
reorganizations and enlargements in the various financial services which 
have grown out of the war, such as the Bureau of War Risk Insurance, 
as well as a variety of others. 

It is, of course, not possible at this time to forecast the financial 
requirements for the coming year even with the degree of accuracy which 
has sometimes been attained, so that the report is necessarily more truly 
a historical document than it is a forecast of policy or a discussion of 
methods to be pursued. Some of the financial expedients of the past 
year to which reference is particularly made, such as the gold embargo, 
the control of foreign exchange, and others, are of large interest, and the 
results tentatively set forth throw light upon the plans and purposes 
which gave rise to the various measures adopted. The review of 
experience with the Federal Reserve System and the War Finance 
Corporation is perhaps less adequate and satisfactory than other portions 
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of the discussion, due to the fact that the Treasury Department was able 
to commit the management of these branches of government administra- 
tion to others, thereby relieving itself of the responsibility but being also 
correspondingly limited in its information and insight into the situation 
relating to these branches of finance. The Finance Report for 1918 will 
nevertheless doubtless stand permanently as a document of first-class 
importance in American fiscal history. 


THE RAILROAD PROBLEM 


Further progress in the development of the railroad policy of the 
nation has been brought about during the past month as a result of three 
important events: (1) the announcement of the policy of President 
Wilson in his message to Congress of December 2; (2) the appointment 
of a representative committee of railway executives at a meeting held 
in New York on November 4, for the purpose of considering railroad 
relationships to the government; and (3) the announcement by the 
Secretary of the Treasury, in a letter to the Chairman of the House 
Interstate Commerce Committee, bearing date of December 11, to the 
effect that a further five-year period of control by the government would 
be necessary in order to bring about a satisfactory settlement of the 
essentials of the situation. 

President Wilson in his message to Congress on December 2 expressly 
stated that he had no definite plans in the matter, saying: “I have no 
confident judgment of my own. I do not see how any thoughtful man 
can have who knows anything of the complexity of the problem. .... The 
only thing that is perfectly clear to me is that it is not fair either to the 
public or to the owners of the railroads to leave the question unanswered 
[what should be done with the roads in the interest of the public and in 
fairness to their owners], and that it will presently become my duty to 
relinquish the control of the roads even before the expiration of the 
statutory period unless there should appear some clear prospect in the 
meantime of a legislative solution.”” The Secretary of the Treasury in 
his letter of December 11, on the other hand, stated plainly that only 
three courses with reference to the railroads are now open: 

1. Government operation of the railroads for one year and nine 
months following a proclamation of peace... . . 

2. The prompt return of the railroads to private control; or 

3. «x cension of the period of federal control to five years. 

Mr. McAdoo further stated that in his opinion the third alternative 
was the only one that was now at all workable, and that unless it were 
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resorted to an early return of the roads to their owners would be 
unavoidable. The attitude of the railroad executives at the meeting 
already referred to and in other expressions has been to the effect that 
they did not want the lines returned to their unrestricted control until 
such time as legislation had been obtained for the definite settlement 
and adjustment of problems whose existence, in their opinion, would 
render private control and management of the carriers entirely unsuc- 
cessful were they to be returned to their former statys. 

Specifically, the difficulties in the present railroad problem are redu- 
cible to the fact that whereas under government control wages have been 
immensely raised, freights and fares have been raised in a much smaller 
degree, so that continued profitable operation of the roads under existing 
conditions is practically out of the question if they are to be properly 
carried on. Railroad men, moreover, are extremely reluctant to subject 
themselves again to the difficulties which they had to contend with during 
the two years prior to the date when the government assumed control. 
It was then impossible to obtain new capital, owing to the fact that the 
public at large was not willing to trust them with their funds, due to the 
evident intention of the Interstate Commerce Commission not to permit 
any advances in rates. The rate legislation of the past few years, as 
applied by the Commission, had in fact become so rigid and burdensome 
as to be for several of the lines almost impossible of application con- 
sistently with prosperity. 


BOOK REVIEWS AND NOTICES 


Valuation and Rate-Making. By Rosert L. Hate, Pu.D. (No. 
185, Vol. LXXX, Columbia University Studies in History, 
Economics, and Public Law.) New York: Columbia Uni- 
versity Press, 1918. Pp. 156. 

Three important distinctions play a central part in this study of 
valuation. One is the distinction between valuation as a record of fact 
and valuation as an attempt to solve the question of policy or of fairness 
and decide what value should reasonably be allowed to the owners of 
public-service properties. A second is the distinction between fair 
policy with reference to the past, in the light of past uncertainties in 
court decisions and the absence of an announced program on the part 
of government, and policy for the future in case some definite theory can 
be adopted and a program announced. Paralleling this runs the dis- 
tinction between the incentive theory of control, which might justly be 
adopted for the future, and the theory of equality of treatment between 
regulated and unregulated businesses, which plays a large part in con- 
sidering the question of fairness to the present owners of property 
invested in the past. 

The author finds the rationale underlying many cases of the cost-of- 
reproduction type of valuation in the attempt to record a fact, namely, 
the ‘‘exchange value of the physical property” as distinct from the 
property asa whole. The value of the property as a whole, being based 
on earnings, cannot be used as a standard on which to determine what 
fair earnings are. The market value of the physical property, on the 
other hand, is taken to be what the company possessing the rights to 
operate would pay to an owner not in possession of those rights. This 
could not be more than the total earnings-value of the property as a 
going concern, nor more than what it would cost to produce a substitute 
plant “which, from the point of view of revenue production, would be 
equally efficient.”” Not all cases under the cost-of-reproduction theory 
could be squared with this principle. Indeed the idea of cost of repro- 
duction under original conditions, the author holds, does not belong in 
spirit with the cost-of-reproduction theory at all, but is rather a method 
of getting at the original cost of the existing property, as far as that was 
reasonably and properly incurred. 
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This latter is the standard which appears to the author best to fit the 
requirements of the incentive theory of regulation—that theory which 
aims to furnish sufficient, and no more than sufficient, incentive to get 
the service which the public requires. He evidently considers that the 
necessary capital can be most cheaply secured by offering a maximum of 
stability and a minimum of such speculative stimulus as the cost-of- 
reproduction theory offers. As to possible differential rewards that 
might be needed to stimulate efficient management, he holds with 
Professor Bauer that extra returns to the stockholders are of less avail 
than personal incentives to the active managers. 

As far as past investments are concerned, we are not free to follow 
this theory but must consider the reasonable expectations, both of the 
original investors and of subsequent innocent purchasers. As far as the 
latter are concerned, any earnings that have been allowed have created 
a self-perpetuating claim to remain undisturbed, and it does not affect 
the nature of the innocent purchaser’s loss whether original cost or 
reproduction cost be the standard to which the value of his holdings is 
reduced. Without going so far as to say that no reductions should be 
made, the author holds that “it may be well to allow more than is 
constitutionally necessary”’ in cases where “the stock is widely held by 
persons of little means, who themselves paid the present price for it, or 
if it is held extensively as the basis of credit at its present value.” Thus 
the stock-market history of the securities is added to the list of criteria 
of fair value which has come down to us from the case of Smyth v. Ames. 
“When, on the other hand, the stock . . . . is largely in the hands of 
the original owners and is not held by savings banks or insurance com- 
panies and is not the basis of much credit, the initial figure may well be 
put as low as the Supreme Court will allow.” 

Perhaps the distinguishing feature of this interesting and discriminat- 
ing study is the suggestion that the court rulings on valuation are not 
final, that they were conditioned by the lack of any standard of control 
announced prior to the investment of the capital whose returns were 
being called in question, and that if such a policy were announced for the 
future it might be sustained by the courts even if it does not conform to 
their own past rulings. The present is a peculiarly opportune time to 
consider the possibility of a “new deal’ and the discarding of precedent 
in railroad regulation. It is a pity the Supreme Court cannot itself be 
induced to announce in advance whether it will or will not rule in accord- 
ance with Dr. Hale’s “reasonable expectations” and protect the “inno- 
cent promoters”’ of a policy of regulation for future investments based 
on the “incentive theory.” J. M. Crark 
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